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August 30, 2010, was a milestone in our company’s history. On that day in 1985,
ACE Limited was incorporated.

The birth of ACE is an industry legend. At the time, there was an availability crisis in the
U.S. insurance marketplace for excess liability and directors and officers coverage.
Recognizing the need, a handful of forward-thinking pioneers helped form a consortium
and pool the capital to create a new kind of insurance company, and ACE was born.

ACE’s founding sponsors constituted an impressive list of 34 blue-chip companies from
a broad range of industries, including healthcare, pharmaceuticals, manufacturing,

John Cox, ACE's first
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transportation, utilities, oil and gas, and the automotive industry. The strength of these
relationships endures: All of our founders or their successor organizations are still

ACE clients today.

Forming ACE was a bold idea back in 1985, and for more than 25 years ACE has dedicated
itself to working with its clients and distribution partners to turn their bold ideas into reality.

So much has changed since 1985, but ACE remains committed to taking on the
responsibility of risk so that our clients can take on the responsibility of making things
happen — Insuring Progress’

» Transformsinto
globalinsurer
with acquisition of
CIGNA’s worldwide
P&C business,
formerly the
lnsurance Company
of North America
(INA), established
in 1792 :

Enters investment

and-business -

relationship with
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~conditions and
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The ACE Group is a global leader in insurance and reinsurance serving

a diverse group of clients. Headed by ACE Limited, the ACE Group

conducts its business on a worldwide basis with operating subsidiaries

in more than 50 countries.

Insuring Progress®

We take on the responsibility of risk so our clients can take on the

responsibility of making things happen.. We call this insuring progress.

Financial Summary

(in millions of U.S. dollars Years Ended Percentage
except per share data and ratios) December 31, 2010 December 31, 2009 Change
Gross premiums written $19,511 | $19,164 2%
Net premiums written 13,708 13,299 3%
Net premiums earmned 13,504 13,240 2%
Income excluding net realized gains (losses)! 2,657 2,759 -4%
Net income 3,108 2,549 22%
Diluted earnings per share 9.11 7.55 21%
Diluted earnings per share excluding net realized gains (losses)! 7.79 8.17 -5%
Combined ratio? 90.2% 88.3% NM
"Total assets 83,355 77,980 7%
Shareholders’ equity‘ 22,974 19,667 17%
Book value per share 68.59 58.44 17%
Tangible boék value per share 54.(;6 46.76 17%
Return on equity3 13.1% 15.7% NM




Financial Summary 2 . ACE Limited Board of Directors 28

To My Feliow ACE Shareholders 4 Officers and Executives 29
Making a Difference with Service” 11 Shareholder Information 30
ACE Global Day of Service 16 Form 10K

A Local Presence Globally 18 Report of Group Auditors

Business Segment Overview 19 Swiss Statutory Financial Statements

Insurance — North American 20
Insurance — Overseas General 22
Global Reinsurance 24

Life 26

Five-Year Financial Performance

Compound annual growth rates and averages, 2006-2010

Income excluding net realized gains (losses)! 22.7%
Shareholders’ equity . 14.2%
Tangible book value per share 7 _ _ 15.8%
Book value per share ‘ v 14.5%
Average return on equity® _ _ 16.6%
Average combined ratio® ' 88.8%
(1) Income excluding net realized gains (losses) and the related income tax is a non-GAAP meashre, We have chosen to make this disclosure

because it enhances the understanding of our results from operations by highlighting the underlying profitability of-our insurance business.
We exclude net realized gains (losses) because the amount of these gains (losses) is heavily influenced by, and fluctuates in part according to,
the availability of market opportunities. .

(2) The combined ratio is the sum of the loss and loss expense ratio, policy-acquisition cost ratio, and administrative expense ratio.

(3) Calculated using income excluding net realized gains (losses) divided by average shareholders’ equity for the period excluding unrealized gains
(losses) on investments and the deferred tax component included in shareholders’ equity.

NM - not meaningful



Evan G. Greenberg
Chairman and
Chief Executive Officer
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e celebrated the 25th anniversary of ACE Limited in 2010,

commemorating our remarkable journey from a niche monoline writer
operating out of a Bermuda hotel room in 1985 to a top 10 global insurer
today. Last year was also an exceptionai_iy positive one for our company’s
growth and development. We delivered outstanding financial results in the face of persis-
tently difficult global business and insurance industry conditions, extending our track record
of financial performance. We made significant strides — including three acquisitions —
toward enhancing our strategic product and geographic capabilities that will pay us dividends
immediately and well into the future. We continued to strengthen our balance sheet and
overall franchise value, and Standard & Poor’s (S&P) recognized both with an upgrade to
AA-In sum, we advanced ACE’s mission of providing superior value to our customers,
investors and employees and burnished our credentials as one of the strongest, best-

positioned global multi-line insurance companies operating in the world today.

Last year’s challenging global economic conditions, particularly in the developed markets of
the United States, Western Europe and Japan, were not unique to ACE, and certainly other
insurers-also had to contend with the soft market conditions that typify this stage of the
property and casualty (P&C) insurance cycle.-Yet,-ACE had a standout performanoefe%ative
to the industry. We produced nearly $2.7 billion in after-tax operating income, modestly
down from prior year, Book value growth, our most important measure of shareholder wealth
creation, was 17% for the year, driven by the strong operating results and the positive mark-
to-market impact on our investrhent portfolio from historically low interest rates. Tangible
book value grew more than 16%. For the last five years, ACE's book value and tangible book
value have grown at compound annual rates of over 15% and 16%, respectively.

Our entire shareholder family, including our senior management team, many of our employees
and our board of directors, benefited last year from a 26% total return on ACFE’s common
stock. This compares favorably with a 15% return for the S&P 500 and 9% for the S&P

Property & Casualty Insurance Index.
The fundamentals: Underwriting discipline and a conservative approach to investing

Atour core, ACE is an underwriting company = we take risk for a living — and underwriting
discipline defines our culture. Whenever we consider a risk, we strive to understand it,
structure it and get pald sufficiently to assume it = that's underwriting. We have firmly
established a principle in our company that we'earmn a profit irt our basic business of taking
risk. Anything less corrupts the culture and the discipling of underwriting. After all, how do

we set an objective to lose just a little bit of money in our basic business?

All of our P&C insurance and reinsurance operations — commercial and speciaity P&C, which
is our largest, most predominant business representing about 75% of our P&C premiums:
supplemental accident and health (A&H), a major business of ACE at about 20%; and
personal lines, our youngest and fastest-growing P&C business representing the balance —
are in business to make an underwriting profit. Our discipline once again served us vveﬂ as
we produced over $1.1 billion in P&C underwriting profit in 2010 and a combined ratio of
90.2%. We are proud of this performance and a cumulative underwriting profit since we
were founded in 1985.



In addition to underwriting profit, investment income is the other primary source of operating
income for an insurance company. We follow a conservative approach to investing because
we are fiduciaries of these assets, which comprise the capital of the company and the loss
reserves we hold to pay future policyholder claims. We are “also, conservative because we
recognize the substantial insurance risk we take on the liability side of our business. Low
interest rates throughout 2010 pressured investment yields and income from our predomi-
nantly investment-grade fixed income portfolio, and as a result, our net investment income
of $2.1 billion was essentially flat with prior year. Yield decline was offset by strong operating
cash flow of $3.5 billion. Together with invested asset price appreciation, the other side of
the low interest rate environment, our cash flow contributed to solid growth in invested
assets, which now stand at $52 billion. '

Balance sheet strength and capital for good times and bad

In December, S&P upgraded the financial strength rating of our core operating insurance

" companies to AA-‘, a distinction few insurers possess. This development acknowledged

our distinct global franchise, compelling commercial purpose, balance of well-di\)ersified
businesses, c'onserva'tive approach we take to risk, and perseverance over many years to
continuously strengthen our balance sheet while producing consistently strong operating
results. Next to people, our most important asset is our balance sheet. After all, we are in
the risk business and our balance sheet is what we sell. | have also stated many times
before that capital is a measure of an insurer’s wherewithal to take risk, and that risk
management’s primary objective should be capital preservation for the benefit.of policyholders
and shareholders. In the last five years, we have doubled our total capital, from $14 billion
to $28 billion. Today, based on every important financial measure, ACE is a stronger, more
financially secure insurance company.

In 2010, our operating return on equity was 13.1% — an acceptable return, particularly
given the low risk-free rate environment, and | might add, the best ROE in our peer group.

| believe our long-term, patient view in managing capital is aligned with our responsibility
to be good stewards of our shareholders’ mohey. We accept that at times part of the price of
a well-run insurer is a modest amount of ROE dilution from the surplus capital we hold for
both opportunity and risk. Indeed, there is much uncertainty and economic dislocation in the
world and stress creates both threat and opportunity. The latter presented itself last year

in the form of three acquisitions that advance our strategy and put to use $1.7 billion

in capital:

¢ In December, we acquired the 80% of the outstanding common stock of Rain and Hail
Insurance Service that we didn’t already own for $1.1 billion. The second-largest crop
insurer in the United States, a pioneer and well-recognized brand in the business, Rain and
Hail is a fine organization — we know them well and expect great things from their impressive
leadership team and employees. We like the non-cyclical nature of crop insurance, which is
not correlated with our core commercial P&C business, and we value the strategic significance
of this business given the world’s increasing demand for food 'avnd the U.S.’s role as a major
food producer. Lastly, given ACE’s product breadth and capabilities, and the reach of their
7,000 agents across rural and small communities in America, we also expect to capitalize on
their relationships in the future beyond crop insurance.



« On the other side of the world, also in December, we acquired Jemeh Insurance, a top 10
general insurer in Malaysia, for about $200 million. Jereh complements ACE in terms

of distribution and product — they're focused predominantly on personal lines and small
commercial P&C sold through agents versus our broker-distributed products targeting larger
corporate customers and our A&H capabilities. Like ACE, they are a true underwriting
company, and SO we are culturally compatible. The addition increases our presence in Asia
and ina country in which we have’great'confidence, and it’s another modest step in
broadening our personal lines and small commercial capabilities.

« In a transaction that we announced in October and completed early in 2011, we
acquired New York Life’s operations in Korea and Hong Kong for approximately $425
million. This acquisition expands our presence in Asia, too, and complements the life
business we have been growing organically there for thevlast six years with the-addition
of two new markets. These two life companies are small But solid agency operations that
“have been managed conservatively, and we believe we have the ability to grow them
V beyond where they are today.

- The three acquisitions have good
strategic and industrial logic, continuing
~our path toward achieving greater

“TOdayi baSEd On every Important 'diversification and building greater
financial measure, ACE is a - presence where we see longter

opportunity. They also have attractive

stronger more frnancrally secure ' rancal e characitstos, W
Insurance Company L . expectallthreeintheﬁrstyeartob'e

accretive to earnings-and book value
" per share and meet or exceed our "
ROE hurdle rates. The acquisitions
_ complement what we are doing
organically, and at this point in the underwriting cycle, if managed properly, acquisitions
_ can provide greater growth at more attractive returns than organic growth in many areas
of our company.

" On the subject of growth total company net premiums wntten in 2010 were $13.7 billion, up
. o 3% compared with 2009. Let me describe how-each of our major product classes performed
' ' during the year, starting with commercial P&C, where competitive insurance markets and
isiow economic recovery, particularly in developed econormes |mpacted premium growth
a trend that began in 2008 and 2009..

Managing the underwriting cycle prudently

The global P&C industry is well into the most competitive part of the underwriting cycle, and
| believe current conditions will continue into the future barrmg major unforeseen events.
Generally, our industry turns on the balance sheet and cash flow, not the i income statement,
vand the insurance cycle is essentrally about supply and demand, with capital the supply.
Today, the industry’s balance sheet appears to-be strong, with a significant amount of surplus
. capital. We suspect some insurers’ recent accident years may have reserve weakness and



that industry underwriting cash flow has begun to turn negative. While industry ROEs,
particularly for more recent years of business, are pitifully low, and the ability to compound’
book value growth for most will be more difficult, a broad, meaningful and sustainable turn
in the cycle is likely some-way off. There is simply not enough pain yet.

Through most of 2010, we obser.ved typical soft market behavior, with prices continuing
to erode, competition increasing around terms and conditions, and a number of insurers
growing at the expense of an underwriting profit. Our response to thié environment was and
remains clear and consistent. We maintained our underwriting discipline and continued to
trade market share for an underwriting profit in many of our product lines by shedding busi-
ness where we could not earn a profit and'growing where margins were good. We are not
kidding ourselves about price or reserve adequacy and, in fact, we continue to add rigor to
our underwriting portfolio management. it's not by accident that we have the freedom and
flexibility to practice sound cycle management — we built and continue to build diversification”
into the company so that we don't have to make all of our money in any one business. We
“also benefit from a risk management perspective in that we reduce the risk of over-exposing
our balance sheet with too much concentration from any one product line or business.

While the soft market conditions are challenging to us, and potentially stifling for others,

we are fortunate in that ACE today is much more than a traditional large commercial P&C
insurer. We are truly diversified by our global presence locally in more than 50 countries
and our broad product capabilities across P&C, A&H and our growing personal lines and life
insurance businesses. Within our P&C businéss, less than 40% of our gross premiums come
from large corporations; the balance is with middle market companies, small commercial
and rural businesses, and consumers for whom we primarily provide specialty coverage.
Our expértise in specialty lines ranges from our large directors and officers and professional
lines book to environmental, energy, political risk, crop and construcfion—related insurance.
Nearly 50% of our P&C gross premiums are in specialty lines. This together with our large,
supplemental A&H business, which by definition is specialty, makes ACE one of the largest
specialty insurance writers in.the world. We believe specialty business fits ACE particularly
well because to do it well takes underwriters with deep expertise and knowledge developed
asa résult of a long-term commitment to the business. These risks are harder to underwrite
and, depending on where you are in the cycle, the business has fewer competitors, particu-
larly with a global capability, giving ACE a clear advantage.

Total P&C premiums for the year were $9.8 billion, up 2%. Looking at results by territory
and distribution, net insurance premiums from retail commercial brokers in North America
were flat compared to 2009 while overseas, where we found more opportunity to write ade-
quately-priced business and benefited from févoréble foreign exchange rates, net premiums
were up 7% driven by Asia, Latin America and the United Kingdom. Net premiums for our
U.S., London and Bermuda wholesale broker-distributed business were down, but we had
good growth from-our crop and specialty program businesses. Lastly, our global reinsurance
business, ACE Tempest Re, outperformed most of its peers with a combined ratio of 72.5%.
Market conditions, however, turned more competitive for reinsurance during the year.



Accident & Health: A distinctive franchise

We have a terrific global franchise in supplemental accident and health insurance. Net A&H
premiums were up 4% for the year — a reasonably good performance given the lingering
impact of recession on this business, which sells specialty personai accident and supplemental
health insurance products to predominantly middle-class consumers around the world. In our
international A&H business, premiums were down at the beginning of the year, driven by a
slowdown in global travel and consumer credit, and companies keeping a tight lid on their
employee populations and cutting back on expenses like group travel accident programs. As
the year progressed, however, and economic activity increased, particularly in Asia and Latin
America, we returned to stronger growth of 7% in the fourth quarter, and | expect thét trend
to continue.

Meanwhile, revenue growth for our A&H business in the developed markets was flat overall
during the year. New policy sales and customer retention in the United States and Western
Europe, offered through our Combined Insurance subsidiary, were particularly under pressure
given the sluggish state of those economies and their impact on fower- and middle-income
individuals. Combined’s sales in Australia, Asia and Latin America.were Considerably better.

| expect growth in our Combined Insurance business in the developed world to remain under
pressure through 2011 and improve gradually with the economies. We are pleased to report
that our Combined Insurance franchise in the three years since its acquisition has delivered
earnings in line with the targets we established when we acquired the company.

In sum, ACE has one of the most distinctive A&H franchises in the industry énd we believe
it will continue to benefit from the underlying long-term trends of a rising middle class and
growing consumerism in the fastest developing regions of the world. We will also benefit
as economies in the developed world continue to recover and strengthen. To bolster our
business, we invested further during the year in our marketing capabilities, new. product
development, distribution expansion and technology for the various sources we use to.
acquire customers. '

Growing life and personal lines insurance

ACE’s young but growing international life insurance business grew 17% in 2010 and now
operates in seven countries in Asia and eight in Latin America. We focus almost entirely

on developing markets where the same sociceconomic conditions that benefit our A&H
business are also fueling the need for the basic savings and protection plans we sell. In
Asia, for example, ACE Life has a substantial presence with more than 30,000 exclusive
agents and operations in Vietnam, Thailand, Indonesia, Taiwan and, with the New York Life
acquisition, Korea and Hong Kong. In China, we are the third-largest foreign invested life
insurer by way of our 37% ownership in Huatai Life. In every country in which we operate,
we bring a knowledge and presence from our P&C operations to help support this business,
and we take a long-term, patient perspective to building life companies. We expect ours,
which have been developing nicely as a result of both organic growth and acquisitions, to
begin contributing positively to earnings in 2011. '



f,:.“ACE is in

and we are
under all market cor
our record proves |t "

Our global personal lines business, now approaching $1 billion in gross premiums,
experienced some of the fastest growth in the company last year, albeit from a.small base.
In the United States, we underwrite and market insurance coverage to affluent and high net

“worth customers for their homes, autos, boats and valuables. ACE Private Risk Services

experienced double-digit growth in 2010 and is quickly becoming'one of the recognized -
brands in this niche category by providing outstanding products and differentiated service to
its demanding clientele. Outside the U.S., We have a diverse and growing range of personal
lines products — from homeowner’s insurance in Mexico to auto insurance in Japan to cell '
phone replacement insurance in the United Kingdom. Building this business, however, will
take time so we are investing in people and systems for the future.

Global trade: A call for leadership

~ The growing economic imbalances between the developed and developing worlds — twin

deficits, unemployment and stow growth in mature economies versus export-dri\ren surpluses,

rising inflation and stronger growth in emerging economies — are a deep” source of

' international tension. The U.S. and
other developed countries are _
addressing their anemic-growth through
stimulus and are accused of exporting
inflation to the developing world: Yet,

_failure to stimulate and revive growth
means weak demand, and to whom
will the developing countries export?.
On the other side, developing countries
are accused of predatory trade and
export practices and have tools to

fight inflation — raising interest rates

and letting their currencies rise — but
because of their need for growth, they

resist these moves. Sadly, instead of global coordinated leadership to address these tensions,

‘we have more protectionism — the raw human instinct to protect your own. Politics is always

focal, but the world economy is globalized'and we cannot go back. In fact, we need each
other now more than ever and we must find a way to strike a balance — on the one hand to
protect ourselves from the predatory trading practices of others, and on the otherhand to
have the courage to show leadership toward a more balanced and integrated world

trade system. ' - v

| 'am conﬁdent in America’s unique ability to innovate — the strongest source of wealth
creation. America should be doing everything in its power to engage economically with the
fastest-growing regions of the world to assure continued growth and job creation. Many
governments, particularly in the developed world, are grappling with how to advance their
geopolitical and economic priorities in the face of difficutt fiscai constraints. For the United
States Congress, ratification of the U.S,-Korea~ Free Trade Agreement (FTA) is one way to
advance both priorities. The FTA promotes job—creating‘, export-driven growth inthe U.S.;
and its swift ratification also reinforces America’s support for an ally — the Repuvblic of Korea
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— at a particularly sensitive time. Ratification also makes a strong statement about the U.S.'s
political and economic commitment to the Asia Pacific region to which America’s future
prosperity is surely linked. Lastly, ratification would be welcomed and encouraged by other

Asian nations as a sign of U.S. engagement and commitment to the region.

From a broader perspective, prompt Congressional approval of the FTA sends an important

~ signal to nations around the globe that the U.S. intends to remain competitive on the world

stage through a robust trade agenda. The Administration and Congress must also show
leadership by ratifying quickly the othetr pending FTAs with Colombia and Panama, and
should do so as part of a package of agreements or immediately following the Korea FTA,
thus supporting America’s other partners in the same hemisphere. Only by moving forward
with a strong trade policy — launching new initiatives to open markets to American goods and
services and not relying on the legacy of past agreements — can America ensure it is in the
best possible position to compete in Asia, Latin America and other emerging markets that
will continue to drive global growth.

Our people

As [ consider the opportunities and challenges that lie ahead, | have great confidence in our
company. We have a clear long-term strategy, a seasoned management team and talented
bench of managers, a culture that is optimistic and passionate about performance, an
employee family comprised of the industry’s top professionals, and an outstanding board of
directors. Without a doubt, ACE is the organization it is today because of our people. We
have the very best, and | want to thank all of them for a great year.

We can expect uncertainty, economic and fiscal fragility, and geopolitical instability to
continue in 2011 and beyond. That is the world we live in, and while it all adds uptoa
challenging and risky business environment, it does not intimidate or demotivate us. Quite
the contrary. ACE is in the business of risk and we are built to perform under all market

~conditions — our record proves it. We are energized by the tremendous opportunity we see

on the horizon and will continue to make the investment in our organization so that we
always have optionality to take advantage of that which we can or cannot currently see.
After all, strategy is as much about being prepared for what you don’t know as what you
know. As we begin our next 25 years of insuring progress, we are prepared and inspired
10 seize that opportunity.

Sincerely,

St

Evan G. Greenberg
Chairman and Chief Executive Officer
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A new level of service to multinational companies

Over the past decade; ACE has
developed into one of the few truly
globalinsurers by virtue of its local
presence inimore than-h0O countries
combined-with-its widesranging
product-offerings and underwriting
appetite -With the trend of compa-
nies “going global” and expanding
their-operations outside their home
markets,; ACE recognized the grow=
ing opportunity to-help them better
structure and fake control of their. .
insurance programs around the world

and navigate anincreasingly complex
regulatory landscape. As a result,
over the past several years ACE has
invested in the people; processes
and techinology required to deliver
superior service to-these clients, and
in-2010 built out ts.capabilities in
Key areas:

Forexample; with the launch of
Global Program Solutions, of ACE
GPS the company brings together
several assets = local instirance
professionals-and network partners;
innovative technology, broad product

array, and’legal and regulatory
expertise = 1o create effective multi-
national insurance-solutions.
Through GPS; ACE professionals
develop insurance programs that
address specific requirements, from
regulations governing foreign sub-
sidiaries to the use of non-admitted
insurers, and employ a range of
tools: such: as global program fronting
capabilities, policy issuarice in local
languages, and transaction-support
nomultiple currencies.



Kathleen Ireland:(r), Directorof Global Risk

&insurance Management, |BM, with
CraigiHanrahan,”ACEGlobal Client
Executive, at IBM's world heéadguariers
in Armonk, N.Y, :

With operations spanning: 170
countries; IBM has increased ACE's
role in‘its worldwide insurance pro-
grams in recent years, making ACE
its global property fronting partner in
2009 and global casualty carrier in
2010, “ACE has.improved our prop-
erty program by decreasing the time
needed from local premium collection
to ceding the funds to IBM's captive,”
says Kathleen lreland, IBM’s Director
of Global Risk & Insurance Manhage-
ment. “Anincreased:cash flow:allows
the captive To operate guite efficiently.
This frees up time for us to-focus on
more complex:issuesfor 1BM”

1o help corporate risk-managers keep
frack of every aspect of their global
instrance programs with ACE, the
company.introduced a Web-based
information portal - ACE Worldview™
{see story on:this page). To further
enhanoce its service to large multina-
tionals; ACE established @ network
of global client executives in key
locations in each region of the world;
These executives; who have deep
insurance backgrounds; serve asa
single pointof contact for coordinating
all.of ACE’s ‘global resources and
intellectual capital to meet each :
client's:risk management objectives:»

ACE Worldview™ portal sets new standard
in multinational service

Providing corporate risk managers with a clear view into their insurance programs
around the world has been a daunting challenge for their global insurers and
brokers. A matter as seemingly simple as assembling copies of a client’s policies in
several countries can prove frustratingly difficult and take weeks or even months
for some insurers.

To bring order and transparency to clients’ global insurance programs and raise
service standards, in 2010 the company launched ACE Worldview, a unigue and
easy-to-use Web-based portal that enables global risk managers and their brokers
to monitor and manage key aspects of their insurance programs from their deskiop
or laptop in real time, anytime.

Through Worldview, they can see daily program status updales, copies of local
policies and cerlificates, and access the ACE Insurance Directory®™ the proprietary
research tool that ACE underwriters and legal staff use every day. Other features
include access to program contacts, multinational standards, claims bulletins,

and Global Risk Advantage®™ ACE’s loss information system. Through various
applications and reporting tools, risk managers can track policy issuance, run
custorn reports, review status comments and documentation, and set e-mail

alerts for account activities.

This unprecedented access to information helps clients track ACE’s performance
against expectations set for their insurance programs, which will lead to better
execution and efficiency for customers.

“The Worldview portal allows us to track our worldwide placements,” notes
Kathleen Ireland, IBM’s Director of Global Risk & Insurance Management.
“The tool also provides a country database that our team utilizes to access
information on local insurance regulations for countries where IBM is expanding.”

More than 150 multinational clients and many of their brokers are now using
ACE Worldview, which received a 2011 Innovation Award from Business
Insurance magazine.




::Mini/mizing losses through /’ri:,sjk consulting

Whother i's a major muttinational
corporation-ora‘high net worth
individual, clients rely on the expert
analyéis and advice oF ACE's Tisk
engineering teams to help control the
risk of potential losses,

ALESIS; ACE’s risk management
services unit, a team of health;
safety and environméntal engineers
focuses on mmimizmgrcompanies’
casualty risks and losses by working
collaboratively o assess needs and
offer customized solutlon n such

specialty areas as water and mdoor-

air guality, ergonomlc ronstruction
hazards, toxic substance 'motor
fleet safety and .productare]ated

risksi As an example of its special=

ized expertise, ESIS has conducted
independentresearch.and published
a book on trips; slips.and fallsi=a
leading cause of insured corporate
Ioéses. “Our engineers have seen:
thousands of different risks around
the vijrid and created a range of
pfa{cffdca! solutions,” notes John

;Klngranﬁ, Vice President; Health Safety’ o

: a/nd:E/nv‘n'onmemaI Services at ESIS
’/ih'PhNade!ph%a‘ “This-enables usto
’fdéve!ob custom approaches that fit
with a client's needs and help thermn
: ach;eva the right bot tom-line results.”

- The ACE Global Engineering Net vvork
,brmgs soph isticated knowlodge of

v "property risks and related solutions

10 corporate clients worldwide.

 Positionied in local markets around the - /
' glObe, its engineers understand local

Cu!tures, codes and work practices,
a:r:)/d are thoroughly versed ininter- '
national loss prevention standards.
Their deep knowledge gairied in

a host of industries, rangmg from
chemical manufacturing and metal’
fabrication to healthcare and educas
tion, offers a ,\/am’able"bé’nch,mark-

make the rosults avaliab!e to cttents
so.they can.compare themselves

fo the rest of their industry,” says

Anthony Pruyssers;iVice President;
Risk Management Services, who

chairs:the ACE Global-Engineering: /

Network from:Paris:

Royal Philips:Electronics; a
Netherlands-based global leader

in healthcare, lifestyle-and lighting -
products, operates.in 60 countries
worldwide./AGE provides a: range of
insurance and services for Philips,
including a global property program

and risk engméérmg solutions. “W/e/«
have a close partnership with ACE

and its engineering profession-

-~ als” says Michel Frommeé, Vice

President; Global Insurance & Risk
Managém'ent , Philips “ACE's risk

has sh!fte o more o At BltsoUr:
ing modnl of man ffacturmg

From left. Jan-Kees Melse, Manager, Risk
Engineering; Philips:ilichel Frommé, =
Vice President; ‘Global Insurance & Risk
Managernent :Philips; :Pirm-Moerman; Risk
E/ﬂgi’néer Philips: Steverr Elshout, ACE
Accowt Engineer; and:Mark Hilhorst;

: ,/nsu)ance Marager Ph//,ps atthe:global

headqu rters of Philips in Amsterdanm.




Pmtectmg families and ihe;r property

Inithe hlgh net worth personal lines
marketin the U.S; ACE Private Risk
Services has made substantialinvest=
ments in building a:nationwide team
of highly experienced risk consultants
and launching targeted loss preven-
tion initiatives. One such initiative is
a wildfire safety program:in Califor-
nia: When clients have extensive

~brush on their property, ACE Incurs

Private client Gary Heidenreich () meets
with JQS@p/? Kim ACE Frivate Risk:Services
Senior Risk-Consultant, at Mr: Heidepreich’s
Rome in-the San Francisco Bay Area.

: ,Kthe cost of bringing in a wildfire

expert to-assess conditions and

recommend steps:to minimize risk to

both the property and the family, “We

-~ help the family understand how 1o

~ develop a sound emergency evacu-
ation plan and agree onh rendezvous
points and communication proce-

dures in case family. members get
separated,” exp’lajns’rG’ary Raphael;
Senior:Vice President of Claims and
Risk Consulting at ACE Private Risk
Servicy’érs‘ ‘We protect who we insure
as much as what we insure.”

Water damage poses a serious
hazard 1o high-value homes, and
ACE Private Risk Services provides
clients premium credits and supplier

_ discounts if they install a specialized
} ’sy‘stem that automatically.detects
leaks and shuts off the water supply. .
4 o didnt realize there was such a :
 high risk of water damage, espacially :
/h‘/y‘ou‘ own more than one home,”
notes Gary Heidenreich, an ACE
- Private Risk Services client with
two homes in northern California.
: “ACE offered a compelling case and
: lﬁicéntiveé forinstallinga system o
prevent leaks.”

Tﬁrough another initiaﬁve, ACE Offeté'

5 clients aceess to a comprehensive
/background screening service that -

e;ﬂcompasses not just their-house-
hold employees but also contractors

; workmg in the home and financial

advisors seeking lo manage the
family’s assets. e




Managing claims for

the world’s costliest
industrial accident

ES]S h:asia strong track record of
helping clients respond fo catas-
trophég{refated totheir operations
such as-refinery fires, chemica!

spills and other manmade disasters.
‘Within days after the explosion of the
Deepwater Horizon oil rig in the Gulf
of Mexico, BP a !ong erm: ES!S chent,

»Coast states and mobmﬂ g or@
than 1,000 professionals. In the

fol%ovving four months. it oversaw the

processing of more than 153,000
c%aims/and the issuance of over
126,000 checks with an aggregate

of $400 million. After claims
handuhg tran Siuoned to'the claims:
adm' ointly appointed by BP
and the éovem*mm the U':S Coast
Ggard and BP recognized the ESIS
toam i‘Q{it{s superior. service, effort
and cant’rifbutions inresponding fo
the crisis.

Lori Brassell-Cicehi
Caiasiroohe Servi

Enhancing service to travel insurance partners

n the accident and health insurance
‘business, partnerships with sponsors
: such as credit card companies .
~and aidines are critical to reaching
~millions of potential customers. To,/
_enhance the value it brings to these
- parinerships, ACE stives to provide
/ _ribt only a quickand low=cost means
of sef!mg policies, but one that's
jngy integrated with 'the sponsor’s. :
; //:S/a}es processes and systems, and
that ulimately deepens the sponso{frjs: -
. é’l@atidnéhip with Its customers.

_ Thisis especially true ini the fravel
_ insurance business, where ACE

nvested aggressively during the
conomic downturn:to build its

_Capabilities in prepatation for a

ebound in global leisure and

;bfusmess travel. A focal point of this

effort was the development of the :
CE Central Reservations System

_ (CRS) - a collection of technologies
,jthat allows airlines, travel ageﬂts
and insurance brokers to sell travel

coverage on a pape rlos ba51<
directly from their

or through th

- sense for both our Companiés
. Lim Kim Hai, Executive Chairman of

standard Global-Distribution Systems.

 The flexibility extends to products

as well. ACE CRS can price products
according to benefit levels, destihaﬁon,

length of stay, planned activities and

other factors. Depending on the needs
of customers and partners, it can
handle a full spectrum of programs
—from supporting tradmonal per
applications in a travel agent's oﬁ
toenrolling and advising passenger@ via
lntemet or wireless cor ﬂmumcatlons

LR% has been in%trurmmal in
earning business from riew Dartners
such as Regzonai Express Ahhncs
Australia’s largest independent came;.
“The ACE team worked with our
airline as truly equal partners in de-
ﬂhing an insurance model that rﬁade
= nofes

Regional Express Holdings Limited.

- “The implementation from the ACE
techmcal team was impeccable and

jut a hitch. Through this
oday our onlme take-up
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(Left to right) Vietnam
Malaysia

 United Kingdom

United States of America
Italy

Australia

Bermuda
Canada
Bahrain
Indonesia
Thailand

Belgium

South Africa
Switzerland
Colombia
Chile
Germany

Korea

China

Spain

Ecuador

United Arab Emirates
Brazil

Mexico










Ar{!_/o:cia! Presence G%@baiiyf;:

ACE has offices in the countries and temtones hsted below and conducts business
with Chents from more than 170 countries

Argentina Chile Gibrattar Macao Poland Sweden
Australia China Hong Kong Malaysia Portugal Switzerland
Austria Colombia Hungary Mexico Puerto Rico Taiwan
Bahrain Czech Republic Indonesia Netherlands Russia Thailand
Belgium Denmark Iretand New Zealand Saudi Arabia Turkey
Bermuda Ecuador ltaly Narway Singapore United Arab Emirates
Brazil Egypt Japan Pakistan South Africa United Kingdom
Canada Finland Korea Panama Spain United States
France Peru Vietnam
Germany Philippines
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Busmess S@gmem Overview

The ACE Gmup isone of the world’s leadi ing provxders of comme rcial ploperty '
and casualty (P&C) insurance and reinsurance. The company also has a majo;
presence il the accident and health (A&H) business as well as a young and
growing life i insurance operation: and spec&alty personal lines business. ACE 5
represented around the world by a coilectxon ol market- feadmg il cmchzses wsthm
four business segmeﬁts '

Insurance~North American: - The five operating businesses of the Insurance ~ North American segment
serve clients ranging from the largest multinationals to midsize and small businesses to-high net worth individ-
uals. ACE USA, which distributes coverage through retail brokers, provides a broad array of specialty property,
casualty, and A&H insurance products-and risk.management services to corporate clients across the United
States and Canada: ACE -Westchester specializes in excess and surplusiines specialty products,-including
property, inland marine; casualty, professional lines; agriculture and environmental liability products; which

it distributes through wholesale brokers: ACE Bermuda, the-original insurance company of the ACE Group,
writes high-level excess liability, property, political risk and directors and officers insurance worldwide.

ACE Private Risk Services provides high net worth individuals and families ‘with homeowners; automobile,
valuables, umbrella and recreational marine insurance. ACE Commercial Risk Services offers specialty
insurance products and solutions for small businesses through several distribution channels.

Insurance —Overseas General:  Insurance~Qverseas General comprises ACE International, the company’s
retail broker-distributed business outside of North America, and ‘ACE Global Markets, a London-based excess
and surplus lines business that includes a syndicate on the Lloyd’s trading floor. These businesses write a
variety of coverage,-including property, casualty, professional lines, marine, .energy, aviation, political risk,
construction risk,”A&H and specialty consumer-oriented products.-ACE’s ‘A&H business is mainly personal ac-
cident, with some supplemental medical coverage. Insurance=0verseas General also includes the internation-
al operations of Combined Insurance; which provides specialty accident and supplemental health insurance
products-to middle-income consumers in Europe, Latin America and Asia Pacific.

Global Reinsurance:  Marketing its coverage -worldwide under the ACE Tempest Re brand, the businesses

of the Global Reinsurance segment provide a broad range of P&C reinsurance products1o a diverse array of
primary insurers.:Business units include ACE Tempest Re Bermuda; ACE Tempest Re USA-ACE Tempest Re
Canada, and ACE Tempest Re International, which encompasses P&C reinsurance operations based in London,
Sao Pauloand Zurich. ACE Tempest Re also has operations in China and Brazil through Lloyd’s:

Life:  ACE Life provides traditional life insurance protection and savings products 1o meet the needs of
individuals and groups:in a growing number of countries throughout Asia, Latin America and the Middle East:
The North-American A&H businesses of Combined Insurance:are also'included in this segment's results.
Combined Insurance distributes specially individual accident and ‘supplemental health insurance products
fargeted to middle-income consumers in the U.S. and Canada: ACE Tempest Life Re Bermuda provides
specialty life reinsurance products to life insurers.
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Brian E. Dowd

Chafirman

{nsuranc

— North America

nsurance industry capacity in North America increased

in 2010, even as the slow pace of economic recovery
dampened demand. Despite the resulting soft market
conditions in most insurance lines, ACE’'s North American

businesses continued to produce excellent financial results,
with operating mcome of $1.26 billion and a combined ratio
of 90.3% for the vear

Maintaining its underwriting discipline in the face of
declining premiums and increased competition around

erms and conditions, ACE USA wrote less new business
than in the prior year, and focused instead on strengthening
relationships with existing clients — particularly in areas
where underwriting expertise and service quality are highly
valued. ACE is, for example, one of the very few companies
that offer U.S.-based multinationals the end-to-end services
of a complete global insurance network. ACE USA tends 1o
be a primary or lead carrier with commercial and industrial
multinationals, and its renewal retention rate with these key
clients was excellent in 2010 at above 90%. To further enhance
its service in this market, ACE created a dedicated multinational
unit, launched an innovative Web portal for risk managers
and brokers, and built out a network of global client executives
(see story on page 11).

ACE USA had a strong year in other service-oriented busi-
nesses as well. 1t is among only a handful of insurers with
the infrastructure and skills tc manage

client collateral and compete on primary

Net Premiums Written, 20062010 risk management accounts — an area that

typically performs well in a softening
market. Lead carrier positions in professional
liability, excess casualty, general liabil-
ity and property were other lines that
produced solid results in 2010. ACE also
made further progress building its brand
with middle market customers in a series
of specially areas where it first invested
in 2009: excess casualty, environmental,
professional risk, construction and energy.
In 2010 it added a renewable energy
group to this suite of specialties.

As typically occurs in soft markets, coverage lines distributed in
the wholesale market were more competitive than retail lines in
2010, and ACE Westchester once again shrank premium rev-
enue o preserve its bottom line. By exercising underwriting
discipline, ACE Westchester continued to produce an excellent
combined ratio. Late in 2010, ACE acquired the 80% of

the shares it didn't already own of Rain and Hail Insurance
Service, a pioneer in crop insurance that has served



America’s farmers since 1919 and that is
currently the nation’s second-largest un-
derwriter of crop insurance. The business
is substantial, with field offices throughout
the U.S. and a distribution force of 7,000
agents in small towns and rural communi-
ties. With a relationship with ACE going
back more than 30 years, Rain and Hail
will continue to operate as a separate and
distinct franchise within ACE Westchester,
and is expected to contribute more than
$900 million in additional net retained
premium to the company in 2011.

Terri Mitchell (1), Executive Vice Presi-

ent and Chief Operating Officer, and
Marina Osso, Assistant Vice President,
from ACE Canada’s Life, Accident
& Health Group, in'the company’s
Toronto office.

ACE Bermuda confronted increasing

competition, particularly in the property and excess liability ' Combined Ratio, 2006-2010
markets, and it reduced gross premiums written modestly ... ' ,
in 2010. Client retention rates were once again very strong. G sk iao as s, 911% 89,89 90 3%

Many of ACE Bermuda's clients have been with ACE for 10
to 15 years, and nearly all of ACE’s 34 founding sponsors
remain as clients of the original ACE franchise, while the
remainder have relationships with other ACE units.

ACE Private Risk Services continued on its growth trajectory
in 2010, expanding into new states, reaching new high net
worth clients, establishing additional underwriting centers,
adding risk consultants, and doubling to 1,200 the agency
locations in its distribution system. Its core product, the ACE
latinum Portfolio, has now been approved in 49 states
and the District of Columbia. While a series of wind and rain
storms in the Northeast produced numerous claims for the
company, clients registered very high levels of satisfaction
with the claims service they received — a key requirement for
suceess in this market segment.

Through its strategic investments in less-cyclical product lines
and enhanced service capabilities in recent years, combined
with careful analysis and
management of the
underwriting portfolio, the
businesses of the insurance -
North American segment
are well positioned to'man-
age through the remainder
of the soft market and
capitalize on opportunities
when economic growth
accelerates and prices
begin to firm.

With its acquisition of crop insurer
Rain and Hail Insurance Service,
ACF gains a substantial business
with miore than 7,000 agents
throughout rural America.

From left: Robert Haney, President,
Rain and Hail; Jamie English, ACE
North-America Chief Operations
Officer: Steve Harms, Chairman,
Rain and Hail; and Michael Cole-
man, :Senior Vice President of ACE's
Agriculture uhit.
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John Keogh
Chalrman
ACE Overseas General

Des Bosnic (1), Deputy Country

t, ACE Australia, and

cutive Vice President, Combined

insurance, addresses an agent

frafning class

Brishane office.

Net Premiums Writlen, 2006-2010

{in“miflions of U.S . doilars)

.}
N

ith the world’s developing economies

rebounding from the recession, the businesses
of Insurance ~ Overseas General achieved most
of their growth for 2010 in Latin America and
Asia. Despite many natural catastrophes abroad, careful
management of risk exposures helped the segment generate
a combined ratio of 90.5% and operating income of $813
million for the year.

In Latin America, the majority of ACE’s insurance lines grew
at a double-digit pace, with Brazil, Colombia and Chile lead-
ing the way. As capital investments flowed into the region’s
mining and oil industries, ACE enlarged its presence in the
energy, construction and marine cargo businesses. To better
reach commercial and industrial clients in both Brazil and
Mexico, ACE is substantially increasing its on-the-ground
presence. Across Latin America, ACE's A&H lines pros-
pered in 2010, as the middle-class customer base for these
products continued to expand. Inn Brazil, where ACE has
distribution contracts with utilities, large banks, mobile phone
companies and other sponsors, personal accident insurance
sold especially well,

Among the developed markets of Europe, the U.K. was a
standout. Recent initiatives to establish relationships with
regional corporate insurance brokers there and to simplify
distribution through the use of e-commerce generated a
substantial flow of new business from
small and midsize companies. At the
other end of the spectrum, multinationals,
including many based in the U K., gravi-
tated toward ACE as one of the premie
insurers for global companies. Elsewhere
in Europe, economic strains within the
European Union and soft pricing were ob-
stacles to growth in the larger economies,
but business grew well in some of ACE's
newer markelts, such as Poland, Austria
and Portugal. Due to further softening in
wholesale-distributed insurance pricing,
ACE Global Markets once again shrank
its revenue and traded market share to
preserve underwriting, with the exception of political risk
coverage, where demand was strong.

I the Middle East and North Africa, all of ACE's insurance
lines saw strong growth in 2010. The company also wrote
new power business in Pakistan and new construction
business in Saudi Arabia and Oman. In 2010, ACE received
a license to open an office in the Dubai International Finan-
cial Center, which it did in January 2011.



In Asia-Pacific, a resurgence of commercial activity spurred
double-digit growth for ACE's P&C operations. With many
companies undertaking |POs in Hong Kong, demand for
directors and officers coverage rose sharply during the vear.
In China, ACE is the largest shareholder of Huatai Insurance
Company, which writes a
wide range of commercial
and consumer P&C
insurance. In 2010, Huatai
earned an underwriting profit
for the ninth consecutive
year — an exceptional record
for an insurer in China.
Across the Asia-Pacific
region, ACE’s A&H business
gradually recovered from
the residual effects of the
economic downturn and
gained momentum in'the
second half of the year,
with Korea delivering an
especially strong perfor-
mance. Overall, ACE's A&H
business is well-positioned
1o grow as the travel indus-
try, in particular, bounces back (see story on page 15).

From left, Tay Ah Leng, one of

Jerneh's top agents, with Nini
1 &
Juanita Jamil, Jerneh's Assistant

General Manager, S

& Business Developm
Sun, Jerneh's Chief Executive Offic
in Merdeka Square in Kuala Lun

Combined Ratio, 2006-2010
In December, ACE completed its acquisition of Jerneh Insur-
ance, a leading general insurer in Malaysia. The transaction 86.0% 87.7% 87.6% 89-0%
brings ACE, which primarily distributes insurance through
brokers, strong bancassurance relationships, an agency force
of nearly 1,300 and 19 branches for greater consumer
access. With its added personal lines capability, enhanced
local presence and increased access to the middie market,
ACE is poised for growth in this important emerging economy.

Combined Insurance, which has more than 2,200 agents
in 11 countries outside the U.S., produced solid earnings
in 2010, despite challenges resulting from the recession in
Western Europe.

With its mix of P&C, A&H and personal lines business, its
presence in developed and developing markets, and its large
industrial, commercial and consumer client base, the
Insurance — Overseas General segment’s businesses have
the breadth to capitalize on growth opportunities across
the globe while maintaining underwriting discipline across
business lines.
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Jacques Bonneau
Chairman
ACE Tempest Re Group

fempest Re U

Lee Ying (1), Senior Vice P,res,rdem';

for afterrn

n the whole, 2010 was marked by increased
competition in the global reinsurance marketplace
and worldwide insured losses from natural
catastrophes nearly doubled in 2010 from the
prior year. In response to market conditions, ACE Tempest Re
reduced its net premiums written and shifted the balance of
its portfolio toward areas where it could earn an adequate
return, including de-emphasizing longer-tail casualty lines

in favor of shorter-tail property-oriented risks. While natural
itastrophes around the world and the Deepwater Horizon oil
rig explosion and oil spill took a heavy toll on some reinsurers,
ACE Tempest Re, which manages its exposure in these
geographic and product areas, experienced only modest
losses. As a result, the Global Reinsurance segment produced
strong financial results for the year, including $543 million in
operating income and a combined ratio of 72.5%.

o

c

ACE Tempest Re's Bermuda office delivered good underwrit-
ing results despite the significant industry losses. While the
Atlantic hurricane season was extremely active, there were
no landfall events, which resulted in a good vear for U.S
catastrophe business. International catastrophe results were
significantly impacted by the earthquakes in Chile and New
Zealand, severe weather in Australia and windstorm Xynthia
in burope. Despite these losses, the Bermuda office main-
tained pro

fitability by executing underwriting discipline and

diversifying its portfolio.

In response to increased competition in
the U.S. reinsurance marketplace, ACE
Tempest Re USA reduced its business
volume overall, particularly in longer-tail
casualty lines, yet managed to increase its
portfolio of shorter-tail personal lines risks
during 2010. Meanwhile, ACE Tempest
Re's London operations grew sligm?y and
posted good results benefiting from the
company's “Country Manager” initiative,
which seeks to make ACE Tempest Re
more relevant in targeted countries.
In addition, the company expanded its
etwork of broker distribution partners,
increasing its presence with them to assist in providing
solutions to a new set of clients.

The company’s offices in Zurich and Montreal achieved
slight growth in 2010, with the Zurich office expanding its
business footprint into ltaly and Central and Eastern Europe
and the Montreal office growing the number of Canadian
clients and size of offerings with existing clients consistent



with appropriately structured and priced programs. In China g
and Brazil, where ACE Tempest Re recently launched opera- Met Bremiums Written. 2095'2010
tions, 2010 was a year of developing greater market insight S ilions of US doliarsy

while writing modest arounts of business — seeds planted for $1,550 ’

a time when greater opportunities will present themselves.

A number of new products were introduced in 2010 includ-
ing a casualty initiative in Bermuda to provide reinsurance 10
alternative risk vehicles, such as captives and risk-retention
groups. Anticipating increased demand for loss portfolio
transfers and adverse development covers from commercial
carriers, captives and other alternative risk vehicles that may
be looking to exit a line of business, ACE Tempest Re can
now offer these solutions from any of its offices globally.

ACE Tempest Re is among a select group of reinsurers that
can meet the needs of clients seeking to reinsure all their
exposures by means of a'single contract or a single point
of contact. Working together as a team, the company
coordinates its resources
globally to achieve integrat- » Clive Archer (1), Senior Casualty
ed solutions for clients by . : Undervriter, ACE Tempest Re
prov%dmg licensed admitted ! ! International, and Mark Fverard,
. : Head of London Reinsurance at
paper underwritten on dif- : Miller Insurance Services, in
ferent legal entities. This is - ‘ Lofidon’s Financial District.
facilitated by expanding its ‘
global client manager initia-
tive, which provides clients
that purchase reinsurance
in many parts of the world
a-single point'of contactio
better manage their business
with ACE Tempest Re.

For ACE Tempest Re, finan-
cial strength and security
are important competitive
advaritages.-In Florida and
New York, ACE Tempest Re
Bermuda was approved as :
one of a small set of financially sound foreign reinsurers Combined Ratio; 2006-2010
allowed fo post réduced collateral for the business they write -
in the state. The upgrade of ACE's financial strength rating to & : 00% 7510, 758%
AA- by Standard & Poor’s assisted ACE Tempest Re in gaining ' ' '
better shares and seeing additional business.

With its strong balance sheet, talented professionals in strategic
locations, and a wide array of products and capacity, ACE
Tempest Re is well positioned to provide solutions to clients
while meeting its financial goals.




Ed Clancy (/)

Chairman, Life
Executive Vice Pr sident
Glopal Accident & Health
and Life

Russell Bundschuh
President

ACE Life

From left, Karen Oyarce, ACE Life
Manager, Chile; Antonio Pedrotti,

Vice President, ACE Life Brazil; and

Thad Burr, Senior Vice President,
ACE Life Latin America, mee
company’s offices in Séo Paulo.

tin the

ith its focus on providing protection and
savings products 1o expanding middle-class
popuia{ ns p imarily in Asia, Latin America and
the Middle East; ACE Life continued to increase
sales in 2@10 and co ted to Life segment operating

income reaching $30 ! ion for the year.

Huatai Lite Insurance Co., Ltd., ACE's joint venture with
Huatai Insurance Group, is the third-largest foreign-invested
life insurer in China and the 14

Earges‘r {ife company overall.
Licensed in 190 sales locations in nine provinces, Huatai Life
has a captive agency force of Q0,000 agents. It also distrib-
tes ifs products through major banks. The joint venture,
which combines ACE's gtnba! insurance expertise with the
local knowledge of its Chinese managers, has a broad foot-
print in China and many opportunities for continued growth.

After just five years of operation in Vietnam, ACE Life sub-
stantially outpaced the country’s 16 market growth rate,
became profitable for the first time in 2010 and ranks third
among life insurers in Vietnam as measured by first-year
premium. A sales force of more than 7,500 agents is the
p(imary means of distribution, but the company also expanded
its participation in Vietnam's emerging bancassurance channel.
During the year, ACE became the first life insurer o gain a
Vietnamese license to wiite personal accident coverage as a
standalone policy. In keeping with its commitment to ethical
sales practices, ACE Life contacts all new
policyhalders in Vietnam to ensure that

Net Premiums Written, 20062010 the coverage they bought is indeed what
{in-milfions of-U.S: dotlars)

they wanted.

Growth was strong in other Asian

Life launched

operatior;s in indonesia in 2009 and with
wearly 3,000 agents operating from seven

offices the business is growing rapidly. In

countries as well, ACE

Thailand, a variety of marketing channels
- banks, affinity groups, telemarketing
and ap;sroxsmately 1,000 captive agents
— distributed products that are primarily
savings oriented. By reaching an agree-
ment to acquire New York Life's existing
operations in Hong Kong and Korea, ACE
was able to speed its entry into two im-
portant markets and gain a foothold that
would have taken years to develop on its
own, particuiaﬂy in Korea, where new
life licenses haven't been issued in several
_\/@a‘rs. The ‘iransaction, which closed early



in 2011, adds approximately $330 million in incremental life

insurance revenues, $2.15 billion in assets and over 2,400 Underwriting Income, 20062010

captive agents. In Korea and Hong Kong, as elsewhere, ACE (inmillions of U.S. doflars)
Life benefits from coordination with ACE’s local P&C and %380

A&H businesses. $344

Growth in Latin America exceeded plans in 2010, with
Brazil, Mexico, Colombia and Chile leading the way. In this
region, protection products such as group life, term life and
credit life are more important to middle-class customers than
savings and investment products. in Brazil, ACE Life added
brokers to its distribution network, while in Mexico, dedicated
sales representatives targeted the midsize and large group
markets. In Chile and Colombia, ACE Life built its infrastruc-
ture and marketing resources.

The North American operations of Combined Insurance
continued to produce solid earnings, despite a struggling
economy that left prospective middle-class buyers with
reduced disposable income. An enhanced needs-based
sales model that was intro-
duced in the United States
in 2009 was rolled out

in Canada in 2010 with
promising results, The
business is positioned

to resume steady growth
as-economic conditions
improve.

China’s Huatal Life confers Harnilin
Bachelor degrees and membership
in the Hanlin Advisory Council to an
exclusive group of top-performing
agents twice each year. Here, the -
two longest tenured Hanlin Bachelors
receive their honors from Jason Yin,
Chief Executive Officer of Huatai

Life, at the mid-year 2010 awards
ceremony. Cheng Ligun (1) from the
Zhefiang branch, the company’s first-
ever Hanlin Bachelor, has earned the
honor seven consecutive times, while
Zhang Jie from the Jiangsu branch,
the second ever to receive the honor,

The existing life reinsur-

ance portiolio genérated

strong revenue and operat-
ing income in' 2010.1n the
variable annuity reinsurance
business, while net income
was adversely impacted by
realized losses primarily re-
lated to falling interést rates
in 2010, the business is

well priced and is expected
to produce meaningful income in the future.

has been awarded the degree six
consecutive times. “Hanlin” refers to
an elite group of academics dating
backto the Tang dynasty in the
eighth century, and therefore both
horiorees are wearing the traditional
dress of “top scholar”

ACE Life has demonstrated its ability fo launch and grow
greenfield operations that meet the needs of middle-class
buyers in the emerging economies of Asia and Latin America.
With the addition of Hong Kong and Korea, as throughout
the balance of the world, ACE Life is positioned for
continuing growth. '
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Shareholder Information

Visit the Investor Information section of acegroup.com,
write to the Investor Relations Department at ACE Limited
or e-mail investorrelations@acegroup.com for copies of
the company’s reports to the Securities and Exchange
Commission on Form 10-K, Form 10-Q or Form 8-K,

all of which are availabie without charge.

Address Investor Relations Inquiries to:
Investor Relations

ACE Limited

17 Woodbourne Avenue

Hamilton HM 08

Bermuda

Tel: 441 299 9283

Fax: 441 292 8675

E-mail: investorrelations@acegroup.com

Transfer Agent & Registrar:

Mellon Investor Services LLC

480 Washington Boulevard

Jersey City, NJ 07310-1900 USA

Toll Free Number: 877 522 3752 -
Outside U.S. (Collect): 201 329 8677

Address Shareholder Inquiries to:

Mellon Investor Services LLC

P.0. Box 3568015

Pittsburgh, PA 15252-8015 USA

E-mail: shrrelations@bnymellon.com
Website: www.bnymellon.com/shareowner/isd

Price Range of Common Shares and Dividends

Send Certificates for Transfer and
Address Changes to:

Melton Investor Services LLC
Stock Transfer Department

P.O. Box 358010

Pittsburgh, PA 15252-8010 USA

independent Auditors:
PricewaterhouseCoopers AG
Birchstrasse 160

8050 Zurich

Switzerland

Tel: 41 58 792 44 00

PricewaterhouseCoopers LLP

Two Commerce Square, Suite 1700
Philadelphia, PA 19103 USA

Tel: 267 330 3000

New York Stock Exchange Symbol:
ACE

ACE Common Shares Cusip Number:
HO023R-10-5

CEO and CFO Certifications

In 2010, ACE Limited’s Chief Executive Officer (CEO)
provided to the New York Stock Exchange the annual
CEO certification regarding ACE Limited’s compliance
with the New York Stock Exchange’s corporate governance
listing standards. In addition, in 2010, ACE Limited filed
with the U.S. Securities and Exchange Commission all
certifications of its CEO and Chief Financial Officer
required by the Sarbanes-Oxley Act of 2002.

As of February 22, 2011, the company had 335,542,482 Common Shares outstanding with 3,919 registered holders of Common Shares.

The accompanying table sets forth the cash dividends declared, the high and low closing sales prices, and the closing sales price of the company’s
Common Shares, as reported on the NYSE Composite Tape for the periods indicated. Since third quarter 2008, ACE Limited has paid dividends

by way of par value reduction.

2010 2009
High Low Closing Div%aesnr:js High Low Closing Divgjaesnhd s
Quarter ending March 31 $52.88 $47.50 $52.30 $0.31 (CHF 0.33) $53.03 $31.84 $40.4O $0.26 (CHF 0.30)
Quarter ending June 30 $53.89 $48.43 $51.48 $0.33 (CHF 0.34) $47.51 $40.82 $44.23 $0.31 (CHF 0.33)
Quarter énding September 30 $58.80 $50.83 $58.25 $0.33 (CHF 0.32) $53.46 $41.76 $53.46 $0.31 (CHf 0.31)
Quarter ending December 31 $62.37 $58.10 $62.25 $0.33 (CHF 0.32) $55.14 $48.18 $50.40 $0.31 (CHF 0.32)
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Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements. Any written or
oral statements made by us or on our behalf may include forward-looking statements that reflect our current views with respect
to future events and financial performance. These forward-looking statements are subject to certain risks, uncertainties, and
other factors that could, should potential eévents occur, cause actual results to differ materially from such statements. These
risks, uncertainties, and other factors (which are described in more detail elsewhere herein and in other documents we file
with the SEC) include but are not limited to:
» developments in global financial markets, including changes in interest rates, stock markets, and other financial markets,
increased government involvement or intervention in the financial services industry, the cost and availability of financing, and
foreign currency exchange rate fluctuations (which we refer to in this report as foreign exchange and foreign currency
exchange), which could affect our statement of operations, investment portfolio, financial position, and financing plans;
* general economic and business conditions resulting from volatlhty in the stock and credit markets and the depth and dura-
tion of recession;
* losses arising out of natural or man-made catastrophes such as hurricanes, typhoons, earthquakes, floods, climate change
(including effects on weather patterns, greenhouse gases, sea, land-and air temperatures, sea levels, rain-and snow), or terror-
ism which could be affected by:

* the number of insureds and ceding companies affected;

* the amount and timing of losses actually incurred and reported by insureds;

* the impact of these losses on our reinsurers and the amount and timing of reinsurance recoverable actually received;

* the cost of building materials and labor to reconstruct properties following a catastrophic event; and

» complex coverage and regulatory issues such as whether losses occurred from storm surge or flooding and related law-

suits;
* infection rates and severity of pandemics and their effects on our business operations and claims activity;
* actions that rating agencies may take from time to time, such as financial strength or credit ratings downgrades or placing
these ratings on credit watch negative or the equivalent;
* global political conditions, the occurrence of any terrorist attacks, including any nuclear, radiological, biological, or chemical
events, or the outbreak and effects of war, and possible business disruption or economic contraction that may result from such
events;
* the ability to collect reinsurance recoverable, credit developments of reinsurers, and any delays with respect thereto and
changes in the cost, quality, or availability of reinsurance;
* actual loss experience from insured or reinsured events and the timing of claim payments;
* the uncertainties of the loss-reserving and claims-settlement processes, including the difficulties associated with assessing
environmental damage and asbestos-related latent injuries, the impact of aggregate-policy-coverage {imits, and the impact of
bankruptcy protection sought by various asbestos producers and other related businesses and the timing of loss payments;
* judicial decisions and rulings, new theories of liability, legal tactics, and settlement terms;
* the effects of public company bankruptcies and/or accounting restatements, as well as disclosures by and investigations of
public companies relating to possible accounting irregularities, and other corporate governance issues, including the effects of
such events on:

* the capital markets;

¢ the markets for directors and officers (D&O) and errors and omissions {(E&Q) insurance; and

* claims and litigation arising out of such disclosures or practices by other companies;
* uncertainties relating to governmental, legislative and regulatory policies, developments, actions, investigations and treaties,
which, among other things, could subject us to insurance regulation or taxation in additional jurisdictions or affect our current
operations;
* the actual amount of new and renewal business, market acceptance of our products, and risks associated with the
introduction of new products and services and entering new markets, including regulatory constraints on exit strategies;
* the competitive environment in which we operate, including trends in pricing or in policy terms and conditions, which may
differ from our projections and changes in market conditions that could render our business strategies ineffective or obsolete;
* acquisitions made by us performing differently than expected, our failure to realize anticipated expense-related efficiencies or
growth from acquisitions, the impact of acquisitions on our pre-existing organization or announced acquisitions not closing;
* risks associated with our re-domestication to Switzerland, including reduced flexibility with respect to certain aspects of capi-
tal management and the potential for additional regulatory burdens;
* the potential impact from government-mandated insurance coverage for acts of terrorism;
« the availability of borrowings and letters of credit under our credit facilities;



* the adequacy of collateral supporting funded high deductible programs;

* changes in the distribution or placement of risks due to increased consolidation of insurance and reinsurance brokers;

*» material differences between actual and expected assessments for guaranty funds and mandatory pooling arrangements;

* the effects of investigations into market practices in the property and casualty (P&C) industry;

* changing rates of inflation and other economic conditions, for example, recession;

* the amount of dividends received from subsidiaries;

* loss of the services of any of our executive officers without suitable replacements being recruited in a reasonable time frame;
» the ability of our technology resources to perform as anticipated; and.

* management’s response to these factors and actual events (including, but not limited to, those described above). -

The words “believe,” “anticipate,” “estimate,” “project,” “should,” “plan,” “expect,” “intend,” “hope,” “feel”, “foresee”,
“will likely result,” or “will continue,” and variations thereof and similar expressions, identify forward-looking statements.
You are cautioned not to place undue reliance on these forward-looking statements, which speak only as of their dates.
We undertake no obligation to publicly update or review any forward-looking statements, whether as a result of new:
information, future events or otherwise.



PART |

Item 1. Business

General Development of Business

ACE Limited is the Swiss-incorporated holding company of the ACE Group of Companies: ACE opened its business office in
Bermuda in 1985 and continues to maintain operations in‘Bermuda. ACE Limited, which is headquartered in Zurich, Switzer-
land, and its direct and indirect subsidiaries (collectively, the ACE Group of Companies, ACE, the Company, we, us, or our) is
a global insurance and reinsurance organization, serving the needs of commercial and individual customers in‘more than 170
countries. We serve the P&C insurance and reinsurance needs of businesses of all sizes in a broad range of industries: We also
provide specialized insurance products: such as personal accident, supplemental health, and life insurance to individuals in
select countries. At December 31, 2010, ACE had total assets of $83 billion and shareholders’ equity of $23 billion.

We have grown our business through increased premium: volume, expansion of product offerings and geographic reach,
and acquisition of other companies.

On December 28, 2010, we acquired all of the outstandmg common stock of Rain and Hail Insurance Service, Inc. (Rain
and Hail) not previously owned by us for approximately $1.1 billion in cash. Prior to this transaction, ACE owned approx-
imately 20 percent of the outstanding common stock of Rain and Hail. Headquartered in Johnston, lowa, Rain and Hail has
served America’s farmers since 1919, providing comprehensive multiple peril crop and crop/hail insurance protection to cus-
tomers in the U.S. and Canada. We intend to operate Rain and Hail as a unit of our ACE Westchester division in the
Insurance-North American segment.

On December 1, 2010, we acquired 100 percent of Jerneh Insurance Berhad, a general i |nsurance company in Malaysia
that had been majority owned by Jerneh Asia Berhad, an investment holding company listed on Bursa-Malaysia Securities
Berhad. The acquisition price was approximately $218 million in cash.

On October 26, 2010; we announced that we had signed a definitive purchase agreement (the purchase agreement) to
acquire New York Life’s Hong Kong and Korea life insurance operations for approximately $425 million in cash. The purchase
agreement with New York Life was amended to allow for separate closings for the Hong Kong and Korea operations. On
February 1, 2011, we acquired New York Life’s Korea operations for approximately $75 million in cash. The Hong Kong por-
tion of the transaction is currently expected to close early in 2011.

Employees
At December 31, 2010, there were approximately 16,000 employees in the ACE Group of Companies. We belleve that
employee relations are satisfactory.

Customers

For most of the commercial lines of business that we offer, insureds typically use the services of an insurance broker-or agent.
An insurance broker acts as an agent for the insureds, offering advice on the types and amount of insurance to purchase ‘and
also assisting in the negotiation of price and terms and conditions. We obtain business from the local and major international
insurance brokers and typically pay a commission to brokers for any business accepted and bound. Loss of all or a substantial
portion of the business provided by one or more of these brokers could have a material adverse effect on our business. In our
opinion, no material part of our business is dependent upon a single insured or group of insureds. We do not believe that the
loss of any one insured would have a material adverse effect on our financial condition or results of operations and no one
insured or group of affiliated insureds account for as much as 10 percent of our consolidated revenues.

Competition

Competition in the insurance and reinsurance marketplace is substantial. Competition varies by type of business and geo-
graphic area. Competitors include other stock companies, mutual companies, alternative risk sharing groups (such as group
captives and catastrophe pools), and other underwriting organizations. These companies sell through various distribution
channels and business models, across a broad array of product lines, and with a high level of variation regarding geographic,
marketing, and customer segmentation. We compete for business not only on the basis of price, but also on the basis of avail-
ability of coverage desired by customers and quality of service. Our ability to compete is dependent on a number of factors,
particularly our ability to maintain the appropriate financial strength ratings as assigned by independent rating agencies. Our
strong capital position and global platform affords us opportunities for growth not available to smaller, less diversified
insurance companies. Refer to “Segment Information” for competitive environment by segment.



Trademarks and Trade Names

We use various trademarks and trade names in our business. These trademarks and trade names protect names of certain
products and services we offer and are important to the extent they provide goodwill and name recognition in the insurance
industry. We use commercially reasonable efforts to protect these proprietary rights, including various trade secret and trade-
mark laws. One or more of the trademarks and trade names could be material to our ability to sell our products and services.
We have taken appropriate steps to protect our ownership of key names and we believe it is unlikely that anyone would be
able to prevent us from using names in places or circumstances material to our operations.

Available Information

We make available free of charge through our website (www.acegroup.com, under Investor Information / Financial Reports or
Investor Information / SEC — Section 16 Filings) our annual report on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange
Act (15 U.S.C. 78m(a) or 780(d)) as soon as reasonably practicable after we electronically file such material with, or furnish it
to, the SEC. ‘ :

We also make available free of charge through our website (under Investor Information / Corporate Governance) our Corpo-
rate Governance Guidelines, our Code of Conduct, and Charters for the Committees of our Board of Directors (the Board).
These documents are also available in print to any shareholder who requests them from our Investor Relations Department by:
Telephone: (441) 299-9283
Facsimile: (441) 292-8675
E-mail: investorrelations@acegroup.com

We also use this website as a means of disclosing material, non-public information and for complying with our disclosure
obligations under SEC Regulation FD (Fair Disclosure). Accordingly, investors should monitor the Investor Relations portion of
our website, in addition to following our press releases, SEC filings, and public conference calls and webcasts. The information
contained on, or that may be accessed through, our website is not incorporated by reference into, and is not a part of, this
report.

Segment Information
We operate through the following business segments: Insurance — North American, Insurance — Overseas General, Global
Reinsurance, and Life.

The following table sets forth an analysis of net premiums earned by segment for the years ended December 31, 2010,
2009, and 2008.

Additional financial information about our segments, including net premiums earned by geographic area, is mcluded in
Note 17 to the Consclidated Financial Statements, under Item 8.

2010 2009 2008
Net Net Net
Premiums Premiums Premiums
Earned % of Total Earned % of Total Earned % of Total
et e (inmillions of U.S. dollars)
Insurance — North American $ 5651 - 42% $ 5684  43% $ - 5679 - 43%
Insurance — Overseas General 5,240 39% 5,147 39% 5337 - 40%
Global Reinsurance SOUL071 0 8% 979 : 7% 1,017 8%
Life . Lse2  u% 1430 1% 1170 9%
Total : $ 13,504 . -100% $ 13240 - 100% $ 13,203 ‘100%

Insurance — North American

Overview

The Insurance ~ North American segment comprises our operations in the U.S., Canada, and Bermuda. This segment, which
accounted for 42 percent of our 2010 consolidated net premiums earned, includes the operations of ACE USA (including ACE
Canada), ACE Westchester, ACE Bermuda, ACE Private Risk Services, and various run-off operations.



Products and Distribution

ACE USA, our retail operating division in North America, provides a broad array of P&C, accident and health (A&H), and risk
management products and services to a diverse group of North American commercial and non commercial enterprises and
consumers. ACE USA is this segment’s largest operation and represented approximately 70 percent of Insurance — North
American’s net premiums earned in 2010. ACE USA distributes its insurance products primarily through a limited number of
retail brokers. In addition to using brokers, certain products are also distributed through general agents, independent agents,
managing general agents (MGA), managing general underwriters, alliances, affinity groups, and direct marketing operations.
Products offered include general liability, excess liability, property, workers’ compensation, commercial marine, automobile
liability, professional lines (D&O and E&Q), medical liability, aerospace, and A&H coverages, as well as claims and risk man-
agement products and services. ACE USA has also established internet distribution channels for some of its products.

ACE USA'’s on-going operations are organized into distinct business units, each offering specuahzed products and services

targeted at specific niche markets:

» ACE Risk Management offers a wide range of customized casualty products to respond to the needs of mid-size to large
companies, including national accounts, irrespective of industry. These programs are designed to help insureds address the
significant costs of financing and managing risk for workers’ compensation and general and auto liability coverages. A variety
of program structures are offered to support each client's risk financing needs including: large deductible, captives, third-party
rent-a-captives, funded deductibles, paid or incurred loss retrospective plans, and net present value and other risk financing
structures, including a prospective close-out product. We also underwrite assumed loss portfolio contracts in which insured
loss events have occurred prior to the inception of the contract, when the contract carries the requisite amount of insurance
risk transfer. These contracts can cause significant variances to premiums, losses and loss expenses, and expense ratios in the
periods in which they are written.

* ACE Global Underwriting Group is comprised of property and specialty operatlons and foreign casualty, providing compre-
hensive risk management programs and services to mid-size to large U.S.-based companies, not-for-profit, and government
entities. The group’s key products include global property, corporate risk property, iniand marine, foreign casualty, commercial
marine, aerospace, and energy.

» ACE Casualty Risk offers specialty casualty products to a broad range of customers, ranging from-small, local businesses to
large, multinational clients. Key coverages offered by ACE Casualty Risk include umbrella and excess liability, environmental
risk for commercial and industrial risks, and wrap-up programs written on a loss sensitive basis, protecting contractors and
project sponsors with multi-risk coverage on large single- and multi-location construction projects. We also write custom casu-
alty products for specialized industry segments and unique risks as well as products which address the needs of public entities
such as educational institutions. On a selected basis, workers' compensation coverage is available to small to mid-size busi-
nesses.

* ACE Professional Risk provides management liability and professional liability (D&0O and E&Q) as well as surety and kidnap
& extortion products to middle market and Fortune 1000 clients.

» ACE Canada (ACE USA’s Canadian operations) offers a broad range of P&C products as well as life and A&H coverage ACE
Canada specializes in providing customized products to commercial and industrial clients as well as to groups and associa-
tions, operating nationally or internationally.

» ACE Accident & Health works with employers, travel agencies, and affinity groups to offer a variety of accident and other
supplemental insurance programs. Key products include employee benefit plans, occupational accident, student accident, and
worldwide travel accident and global medical programs. With respect to products that include supplemental medical and
hospital indemnity coverages, we typically pay fixed amounts for claims and are therefore, insulated from rising health care
costs. ACE Accident & Health aiso provides specialty personal lines products, including credit card enhancement programs
(identity theft, rental car collision damage waiver, trip travel, and purchase protec’(ion benefits), and disaster recovery programs
distributed through affinity groups.

» ACE Medical Risk offers a wide range of liability products for the health care industry only through licensed excess and sur-
pius lines brokers. Products include primary coverages for professional liability and general.liability for selected types of
medical facilities, excess/umbrella liability for medical facilities, primary and excess coverages for products liability for bio-
technology and specialty pharmaceutical companies, and liability insurance for human clinical trials.

* ESIS Inc. (ESIS), ACE USA’s in-house third-party claims administrator, performs claims management and risk control serv-
ices for domestic and international organizations, including for the Insurance — North American segment. These services
include comprehensive medical managed care, integrated disability services, and pre-loss control and risk management serv-
ices. Additional insurance-related services are offered by ESIS’s Recovery Services International, which provides salvage and
subrogation and health care recovery services. ESIS's services are available through a preferred relationship with ACE Risk



Management or separately for those clients that select insurance and claims management services independently. The net
results for ESIS are included in Insurance — North American’s administrative expenses.

ACE Westchester offers wholesale distribution of excess and surplus property, inland marine, casualty, professional Imes
and environmental liability products. Its ACE Commercial Risk Services unit addresses the needs of wholesale brokers with
accounts requiring rapid quotes for less complex exposures. ACE Westchester's Program division provides coverage for agri-
culture business and specialty programs, writing a variety of commercial coverages through program agents, including sports/
leisure activities, farm, and crop/hail insurance. We write crop insurance business throughout the U.S. through Rain and Hail.
During the fourth quarter of 2010, we acquired all of the outstanding common stock of Rain and Hail not aiready owned by
us. Rain and Hail provides comprehensive multiple peril crop and crop/hail insurance protection to customers in the U.S. and
Canada. For more information, refer to “Crop Insurance”; under Item 7.

ACE Bermuda is our original insurance company. It provides commercial insurance products on an excess ba5|s mainly to
a global client base targeting Fortune 1000 companies and covering exposures that are generally low in frequency and high in
severity. ACE Bermuda offers excess liability, professional lines, excess property, and political risk, the latter being written on.a
subscription basis by Sovereign Risk Insurance Ltd. (Sovereign), a wholly owned managing agent. ACE Bermuda accesses its
clients primarily through the Bermuda offices of major, internationally recognized insurance brokers.

ACE Private Risk Services provides personal lines coverages including homeowners, automobile, valuables, umbrella
liability, and recreational marine insurance for affluent individuals and.families in North America. ACE Private Risk Services’
products are distributed through independent regional agents and brokers.

The run-off operations include Brandywine Holdings Corporation (Brandywine), Commercial Insurance Services; residual
market workers’ compensation business, pools and syndicates not attributable to a single business group, and other exited
lines of business. Run-off operations do not actively sell insurance products, but are responsible for the management of exist- -
ing policies and settlement of related claims. :

Competitive Environment : ' :

ACE USA and ACE Westchester compete against a number of large, national carriers as well as reglonal competitors and other
entities offering risk alternatives such as self-insured retentions and captive programs. The markets in which we compete are
subject to significant cycles of fluctuating capacity and wide disparities in price adequacy. We strive to offer superior service,
which we believe has differentiated us from our competitors. The ACE USA and ACE Westchester operations pursue a special-
ist strategy and focus on market.opportunities where we can compete effectively based on service levels and product design,
while still achieving an adequate level of profitability. A competitive advantage is also achieved through ACE USA’s innovative
product offerings and our ability to provide multiple products to a single client due to our nationwide local presence. An addi-
tional competitive strength of all our domestic commercial units is the ability to deliver global products and coverage to
customers in concert with our Insurance — Overseas General segment. ACE USA has grown, in part, from the leveraging of
cross-marketing opportunities with our other operations to take advantage of our organizations global presence. ACE Bermuda
competes against intefnational commercial carriers writing business on an excess of loss basis: ACE Private Risk Services
competes against insurance companies of varying sizes that sell products through various distribution channels, including
through the internet.

Insurance - Overseas General

Overview

The Insurance — Overseas General segment, which accounted for 39 percent of 2010 consolidated net premiums earned,
comprises ACE International, our global retail insurance operations, the wholesale insurance business of ACE Global Markets,
and the international A&H and life business of Combined Insurance. ACE International is our retail business serving territories
outside the U.S., Bermuda, and Canada. ACE Global Markets, our London-based excess and surplus lines business, includes
Lloyd's of London (Lloyd’s) Syndicate 2488 (Syndicate 2488). ACE provides funds at Lloyd's to support-underwriting by
Syndicate 2488, which is managed by ACE Underwriting Agencies Limited and has an underwriting capacity of £360 million
for 2011. The reinsurance operation of ACE Global Markets is included in the Global Reinsurance segment.

Products and Distribution _

ACE International maintains a presence in every major insurance market in the world and is organized geographically along
product lines that provide dedicated underwriting focus to customers. ACE International’'s P&C business is generally written, on
both a direct and assumed basis, through major international, regional, and local brokers and agents. Its A&H and other con-



sumer lines products are distributed through brokers, agents, direct marketing programs, and sponsor relationships. Certain
ACE Europe branded products are also offered via an-e-commerce platform, ACE Online, that allows brokers to quote, bind,-
and issue specialty policies online. Property insurance products include traditional commercial fire coverage as well as energy.
industry-related, construction, and other technical coverages. Principal casualty products are commercial primary and excess
casualty, environmental, marine and general liability. ACE International also provides D&O, and professionat indemnity cover-
ages. The A&H operations primarily offer personal accident and supplemental medical products to meet the insurance needs of
individuals and groups outside of U.S. insurance markets. These coverages include, but are not limited to, accidental death,
business/holiday travel, specified disease, credit life, disability, medical and hospital indemnity, and income protection cover-
ages. We are not in the primary health care business. With respect-to our supplemental medical and hospital indemnity
products, we typically pay fixed amounts for claims and are therefore, insulated from rising health care costs. ACE inter-
national’s personal lines operations provide specialty products and services designed to- meet the needs of specific target
markets and include, but are not limited to, property damage, auto, homeowners, and personal liability.

The following is a discussion of ACE International’s areas of operatlons ACE Europe, ACE Asia Pacific, ACE Far East, and -
ACE Latin America. .

» ACE Europe is headquartered in London and offers a broad range of P&C, A&H, and specialty coverages throughout the
European Union, Central and Eastern Europe, the Commonwealth of Independent States, the Middle East, North Africa, and -
South Africa. ACE’s operations in these regions comprise both insurance subsidiaries and joint ventures.

« ACE Asia Pacific is headquartered in Singapore and has an extensive network of operations offering a broad range of P&C,
A&H, and specialty coverages principally directed at large and mid-sized corporations as well as individual consumers. This
region also provides management, underwriting, reinsurance protectlon and-administrative support to our equity investee, .
Huatai Insurance Company of China; Limited..

 ACE Far East is based in Tokyo and offers a broad range of P&C A&H, and personal Irnes insurance products and services to
businesses and consumers in Japan, principally.delivered through an extensive agency network.

o ACE Latin America includes business operations. throughout Latin America and the Caribbean, focusing on P&C, A&H, and
specialty personal lines insurance products and servicesto both large and small commercial clients as well as individual ,con—
sumers.

ACE Global Markets offers products through its. parallel dlstrrbutlon network via ACE European Group lelted (AEGL) and
Syndicate 2488. ACE Global Markets utilizes Syndicate 2488 to underwrite P&C business on a global basis through Lioyd’s
worldwide ficenses. ACE Global Markets. utilizes AEGL to. underwrite similar classes of business through its network of U.K.
and European licenses, and in the U.S. where it is eligible to write excess and surplus lines business. Factors influencing the
decision to place business with Syndicate 2488 or AEGL. include licensing eligibilities, capitalization requirements, and client/
broker preference. All business underwritten by ACE Global Markets is accessed through registered brokers. The main lines of
business include aviation, property, energy, professional lines, marine, political risk, and A&H. '

Combined Insurance uses-an international sales force of independent contractor agents to distribute a W|de range. of sup-
plemental A&H products, including personal accident, short-term disability, critical conditions and cancer aid,-and hospital
confinement/recovery. Most of these products are primarily fixed-indemnity obligations and are:not subject to escalating medi-
cal cost inflation. . .

Competitive Environment :

ACE International’s primary compet|tors mctude U. S -based companles with global operations, as weII as non-U.S. global car-
riers and indigenous companies in regional and local markets. For the A&H lines of business, including those offered by .
Combined Insurance, locally-based competitors include financial institutions and bank-owned insurance subsidiaries. Our -
international operations have the distinct advantage of being part of one of the few international insurance groups with a global
network of licensed companies able to write policies on a locally admitted basis. The principal competitive factors that affect -
the international operations are underwriting expertise and pricing, relative operating efficiency, product differentiation, pre-
ducer relations, and the quality of policyholder services. A competitive strength of our international operations is our global -
network.and breadth of insurance programs, whrch assist individuals and busmess orgamzatrons to meet their risk manage- .-
ment objectives, while also giving us the advantage of .accessing local techmcal expertise, accomplishing a spread of risk, and
offering a global-network to service multl national accounts. ,

ACE Global Markets is one of the preeminent intemational. spemalty insurers.in London and.is an estabhshed lead under-
writer on a significant portion. of the risks underwritten for.all lines of business. This leadership posmon aliows ACE Global!
Markets to set the policy terms and condmons of many of the poI|C|es written. All lines of business face competition, depend-
ing on the busrness class, from Lloyd's syndlcates the. London market, and other major international insurers and reinsurers.



Competition for international risks is also seen from domestic insurers in the country of origin-of the insured. ACE Global Mar-
kets differentiates itself from competitors through long standing experience in its product lines, its multiple insurance entities
(Syndicate 2488 and AEGL), and the quality of its underwriting and claims service. :

Global Reinsurance

Overview

The Global Reinsurance segment, which accounted for eight percent of 2010 consolidated net premiums earned, represents
ACE'’s reinsurance operations comprising ACE Tempest Re Bermuda, ACE Tempest Re USA, ACE Tempest Re International,
and ACE Tempest Re Canada. Global Reinsurance markets its reinsurance products worldwide under the ACE Tempest Re
brand name and provides a broad range of products to a diverse array of primary P&C insurers,

Products and Distribution

Global Reinsurance services clients globally through its major units. Major international brokers submit business to one or
more of these units’ underwriting teams who have built strong relationships with both key brokers and clients by providing a
responsive, client-focused approach to risk assessment and pricing. ’

ACE Tempest Re Bermuda principally provides property catastrophe reinsurance on an excess of loss basis globally to
insurers of commercial and personal property. Property catastrophe reinsurance is on an occurrence basis and protects a ced-
ing company against an accumulation of losses covered by its issued insurance policies, arising from a common event or
occurrence. ' ACE Tempest Re Bermuda underwrites reinsurance principally on an excess of loss basis, meaning that its
exposure only arises after the ceding company’s accumulated losses have exceeded the attachment point of the reinsurance -
policy. ACE Tempest Re Bermuda also writes other types of reinsurance on a limited basis for selected clients. Examples
include proportional property (the reinsurer shares a proportiohal part of the premiums and losses of the ceding company) and
per risk excess of loss treaty reinsurance (coverage applies on a per risk basis rather than per event or aggregate basis),
together with casualty and specialty fines (catastrophe workers’ compensation, crop and terrorism). ACE Tempest Re Bermu-
da’s business is produced through reinsurance intermediaries.

ACE Tempest Re USA writes all lines of traditional and specialty P&C reinsurance for the U.S. market, principally on a
treaty basis, with a focus on writing property per risk and casualty reinsurance. ACE Tempest Re USA underwrites reinsurance
on both a proportional and excess of loss basis. This unit's diversified portfolio is produced through reinsurance intermediaries.

ACE Tempest Re International provides P&C treaty reinsurance to insurance companies worldwide, with emphasis on
non-U.S. and Canada risks. ACE Tempest Re International writes all lines of traditional and specialty reinsurance including
property risk and property catastrophe, casualty, marine, and aviation, through our London- and Zurich-based divisions. The
London-based divisions of ACE Tempest Re International focus on the development of business sourced through London
market brokers and, consequently, write a diverse book of international business utilizing Syndicate 2488 and AEGL. The
Zurich-based division focuses on providing reinsurance to continental European insurers via continental European brokers.
ACE Tempest Re International also includes our Shanghai office which provides reinsurance coverage for Chinese-based risks
and our Sao Paulo, Brazil office which provides reinsurance for Brazilian-based risks. ACE Tempest Re International under-
writes reinsurance on both a proportional and excess of loss basis.

ACE Tempest Re Canada offers a full array of traditional and specialty P&C reinsurance to the Canadian market, including
casualty, property risk and property catastrophe. ACE Tempest Re Canada provides its coverage through its Canadian company
platform and also offers its clients access to Syndicate 2488. ACE Tempest Re Canada underwrites reinsurance on both a
proportional and excess of {oss basis. ‘

Competitive Environment : .

The Global Reinsurance segment competes worldwide with major U.S. and non-U.S. reinsurers as well as reinsurance depart-
ments of numerous multi-line insurance organizations. Over the last several years, capital markets participants have developed
financial products intended to compete with traditional reinsurance. In addition, government sponsored or backed catastrophe
funds can affect demand for reinsurance. Global Reinsurance is considered a lead reinsurer and is typically involved in the
negotiation and quotation of the terms and conditions of the majority of the contracts in which it participates. Global’
Reinsurance competes effectively in P&C markets worldwide because of its strong capital position, analytical capabilities and
quality service provided to customers, the leading role it plays-in setting the terms, pricing, and conditions in negotiating con-
tracts, and its customized approach to risk selection. The key competitors in our markets vary by geographic region and
product line. An advantage of our international platform is that we are able to change our mix of business in response to



changes in competitive conditions in the territories in which we operate. Our geographic reach is also sought by muttinational
ceding companies since all of our offices, with the exception of Bermuda, provide local reinsurance license capabilities which
benefit our clients in dealing with country regulators.

Life

Overview

Life, which accounted for 11 percent of 2010 consolidated net premiums earned, includes ACE's mternatlonal life operatlons
(ACE Life), ACE Tempest Life Re (ACE Life Re), and the North American supplemental A&H and life business of Combined
Insurance.

Products and Distribution :

ACE Life provides individual life and group benefit insurance primarily in emerging markets, including Egypt, Indonesia, Tai-
wan, Thailand, Vietnam, the United Arab Emirates, throughout Latin America, selectively in Europe, as well as China through
a non-consolidated joint- venture insurance company. In February 2011, we commenced life insurance operations in the
Republic of Korea by way of our acquisition of New York Life's Korea operations. ACE Life offers a broad portfolio of protection
and savings products including whole life, endowment plans, individual term life, group term life, group medical, personal
accident, universal life, and unit linked contracts. The policies written by ACE Life generally provide funds to beneficiaries of
insureds after death and/or protection and/or savings benefits while the contract owner is living. ACE Life sells to consumers
through a variety of distribution channels including agency, bancassurance, brokers, and direct to consumer marketing. We
continue to expand this business with a focus on opportunities in developed and emerging markets that we believe will result
in strong and sustainable operating profits as well as a favorable return on capital commitments after an initial growth period.
Our dedicated agency distribution channel, whereby agents sell ACE Life products exclusively, enables us to maintain direct
contact with the individual consumer, promote quality sales practices, and exercise greater control over the future of the busi-
ness. ACE Life is developing agency distribution in those countries in which we believe we can achieve sustainable growth as
well as a favorable return on our investment from that channel. We have developed a substantial sales force of agents princi-
pally located in Asia-Pacific countries, including a leadership position in Vietnam and growing agency forces in Indonesia and
Thailand. ACE Life manages its agency business through, among other things, key performance indicators that monitor the
retention and productivity of its agents and persistency of our business. ACE maintains approximately 36.7 percent direct and
indirect ownership interest in Huatai Life Insurance Co., Ltd. (“Huatai Life”), which commenced operations in 2005 and has
since grown to become one of the largest life insurance foreign joint ventures in China. Huatai Life offers a broad portfolio of
insurance products through a variety of distribution channels including approximately 150 licensed sales locations in nine
provinces within China. Huatai Life has developed a large sales force and maintains distribution agreements with many large
banks within China.

ACE Life Re's core business is a Bermuda-based operation which provides reinsurance to primary life-insurers, focusing
on guarantees included in certain fixed and variable annuity products and also on more traditional mortality reinsurance pro-
tection. ACE Life Re’s U.S.-based traditional life reinsurance operation was discontinued for new business in January 2010.
Since 2007, ACE Life Re has not quoted new opportunities in the variable annuity reinsurance marketplace and our focus has
been on successfully managing the current portfolio of risk, both in the aggregate and on a contract basis. This business is
managed with a long-term perspective and short-term earnings volatility is expected.

Combined Insurance distributes specialty individual accident and supplemental health and life insurance products tar-
geted to middle income consumers in the U.S. and Canada. Combined Insurance’s North American substantial sales force
distribute a wide range of supplemental accident and sickness insurance products, including personal accident, short-term
disability, critical illness, Medicare supplement products, and hospital confinement/recovery. Most of these products are
primarily fixed-indemnity benefit obligations and are not subject to escalating medical cost inflation.

Competitive Environment

ACE Life’s competition differs by location but generally includes multi-national insurers, and in some locations, local insurers,
joint ventures, or state-owned insurers. ACE’s financial strength and reputation as an entrepreneurial organization with a global
presence gives ACE Life a strong base from which to compete. While ACE Life Re is not currently quoting on new opportunities
in the variable annuity reinsurance marketplace, we continue to monitor developments in this market. Combined Insurance

competes for A&H business in the U.S. against numerous A&H and life insurance companies across various industry seg-
ments.



Underwriting

ACE is an underwriting company and we strive to emphasize quality of underwriting rather than volume of business or market
share. Our underwriting strategy is to employ consistent, disciplined pricing and risk selection in order to maintain a profitable
book of business throughout market cycles. Clearly defined underwriting authorities, standards, and guidelines are in place in
each of our local operations and global profit centers. Global product boards ensure consistency of approach and the
establishment of best practices throughout the world. Our priority is to help ensure adherence to criteria for risk selection by
maintaining high levels of experience and expertise in our underwriting staff. In addition, we employ a business review struc-
ture that helps ensure control of risk quality and conservative use of policy limits and terms and conditions.

Qualified actuaries in each region work closely with the underwriting teams to provide additional expertise in the under-
writing process. We use sophisticated catastrophe loss and risk modeling techniques designed to ensure appropriate spread of
risk and to analyze correlation of risk across different product lines and territories. This helps to ensure that losses are con-
tained within our risk tolerance and appetite for individual products lines, businesses, and ACE as a whole. We also purchase
reinsurance as a tool to diversify risk and limit the net loss potential of catastrophes and large or unusually hazardous risks,
refer to “Reinsurance Protection”. For more information refer to “Insurance and Reinsurance Markets”, under Item 1A,
“Catastrophe Management” and “Natural Catastrophe Property Reinsurance Program”, under Item 7, and Note 5 to the Con-
solidated Financial Statements, under Item 8. -

Reinsurance Protection

As part of our risk management strategy, we purchase reinsurance protection to mitigate our exposure to losses, including
catastrophes, to an acceptable level. Although reinsurance agreements contractually obligate our reinsurers to reimburse us for
an agreed-upon portion of our gross paid losses, this reinsurance does not discharge our primary liability to our insureds and,
thus, we ultimately remain liable for the gross direct losses. In certain countries, reinsurer selection is limited by local laws or
regulations. In most countries there is more freedom of choice, and the counterparty is selected based upon its financial
strength, claims settlement record, management, line of business expertise, and its price for assuming the risk transferred. In
support of this process, we maintain an ACE authorized reinsurer list that stratifies these authorized reinsurers by classes of
business and acceptable limits. This list is maintained by our Reinsurance Security Committee (RSC), a committee comprised
of senior management personne! and a dedicated reinsurer security team. Changes to the list are authorized by the RSC and
recommended to the Chair of the Enterprise Risk Management Board. The reinsurers on the authorized list and potential new
markets are regularly reviewed and the list may be modified following these reviews. In addition to the authorized list, there is
a formal exception process that allows authorized reinsurance buyers to use reinsurers already on the authorized list for higher
limits or different lines of business, for example, or other reinsurers not on the authorized list if their use is supported by com-
pelling business reasons for a particular reinsurance program.

A separate policy and process exists for captive reinsurance companies. Generally, these reinsurance companies are estab-
lished by our clients or our clients have an interest in them. It is generally our policy to obtain collateral equal to the expected
losses that may be ceded to the captive. Where appropriate, exceptions to the collateral requirement are granted but only after
senior management review. Specific collateral guidelines and an exception process are in place for ACE USA and Insurance —
Overseas General, both of which have credit management units evaluating the captive’s credit quality and that of their parent
company. The credit management units, working with actuarial, determine reasonable exposure estimates (collateral
calculations), ensure receipt of collateral in a form acceptable to the Company, and coordinate collateral adjustments as and
when needed. Currently, financial reviews and expected loss evaluations are performed annually for active captive accounts
and as needed for run-off exposures. In addition to collateral, parental guarantees are often used to enhance the credit quality
of the captive.. o

In general, we seek to place our reinsurance with highly rated companies with which we have a strong trading relation-
ship. For more information refer to “Catastrophe Management” and “Natural Catastrophe Property Reinsurance Program” under
ltem 7, and Note 5 to the Consolidated Financial Statements, under ltem 8.

Unpaid Losses and Loss Expenses :

We establish reserves for unpaid losses and loss expenses, which are estimates of future payments on reported and unreported
claims for losses and related expenses, with respect to insured events that have occurred. The process of establishing loss and
loss expense reserves for P&C claims can be complex and is subject to considerable uncertainty as it requires the use of
informed estimates and judgments based on circumstances known at the date of accrual. These estimates and judgments are
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based on numerous factors, and may be revised as additional experience and other data become available and are reviewed,
as new or improved methodologies are developed, or as laws change. We have actuarial staff in each of our operating seg-
ments who regularly analyze the levels of loss and loss expense reserves, taking into consideration factors that may impact the
ultimate settlement value of the unpaid losses and loss expenses. These analyses could result in future changes in the esti-
mates of loss and loss expense reserves or reinsurance recoverables.and any such changes would be reflected in our results of
operations in the period in which the estimates are changed. Losses and loss expenses are charged to income as incurred. The
reserve for unpaid losses and loss expenses represents the estimated ultimate losses and loss expenses less paid losses and
loss expenses, and comprises-case reserves and incurred but not reported (IBNR) loss reserves. With the exception of certain
structured settlements, for which the timing and amount of future claim payments are reliably determinable, our loss reserves .
are not discounted for the time value of money. In connection with these structured settlements, we carried net reserves ot
$69 million, net of discount, at December 31, 2010.

During the loss settlement period, which can be many years in duration, additional facts regarding individual claims and
trends often will become known. As these become apparent, case reserves may be adjusted by allocation from IBNR without
any change in the overall reserve. In addition, the circumstances of individual claims or the application of statistical and-actua-
rial methods to loss experience data may lead to the adjustment of the overall reserves upward or downward from time to time.
Accordingly, the ultimate settlement of losses may be significantly greater than or less than reported loss and loss expense
reserves.

We have considered asbestos and environmental (A&E) claims and claims expenses in establishing the habnllty for unpaid
losses and loss expenses and have developed reserving methods which consider historical experience as well as incorporate
new sources of data to estimate the ultimate losses arising from A&E exposures. The reserves for A&E claims and claims
expenses represent management’s best estimate of future loss and loss expense payments and recoveries that are expected to
develop over the next several decades. We continuously monitor evolving case law and its effect on environmental and !atent
injury claims, we monitor A&E claims activity quarterly, and we perform-a full reserve review annually.

For each product line, management, in conjunction with internal actuaries, develops a “best estimate” of the ultimate set-
tlement value of the unpaid losses and loss expenses that it believes provides a reasonable estimate of the required reserve.
We evaluate our estimates of reserves quarterly in light of developing information. While we are unable ‘at this time to
determine whether additional reserves may be necessary in the future, we believe that our reserves for unpaid losses and loss
expenses are adeguate at December 31, 2010. Future additions to reserves, if needed, could have a material adverse effect
upon our financial condition, results of operations, and cash flows.

‘For more information refer to “Critical Accounting Estimates ~ Unpaid losses and loss expenses”, under:ltem 7 and Note 7
to the Consolidated Financial Statements, under ltem 8.

The “Analysis of Losses and Loss Expenses Development” table shown below presents for each balance sheet date over
the period 2000-2010, the gross and net loss and loss expense reserves recorded at the balance sheet date and subsequent
net payments on the associated liabilities. The reserves represent the amount required for the estimated future settlement value
of liabilities incurred at or prior to the balance sheet date and those estimates may change subsequent to-the balance sheet
date as new information emerges regarding the ultimate settlement value of the liability. Accordingly, the table also presents
through December 31, 2010, for each balance sheet date, the cumulative impact of subsequent valuations of the liabilities
incurred at the original balance sheet date. The data in the table is presented in accordance with reporting requirements of the
SEC. This table should be interpreted with care by those not familiar with its format or those who are familiar with other trian-
gulations arranged by origin year of loss such as accident or underwriting year rather than balance sheet date, as shown
below. To clarify the interpretation of the table, we use the reserves established at December 31, 2000, in the following
example.

The top two lines of the table show, for successive balance sheet dates, the gross and net unpaid losses and loss
expenses recorded as provision for liabilities incurred at or prior to each balance sheet date. It can be seen that at
December 31, 2000, a reserve of $9.437 billion net of reinsurance had been established.

The upper (paid) triangulation presents the net amounts paid as of periods subsequent to the balance sheet date. Hence
in the 2001 financial year, $2.425 billion of payments were made on liabilities contemplated in the December 31, 2000,
reserve balance. At the end of the 2010 financial year, there were cumulative net payments of $7.543 billion on this block of
liabilities.

The lower triangulation within the table shows the revised estimate of the net liability originally recorded at each balance
sheet date as of the end of subsequent financial years. With the benefit of actual loss emergence and hindsight over the inter-
vening period, the net liabilities incurred as of December 31, 2000, are now estimated to be $11.5 billion, rather than the
original estimate of $9.437 billion. One of the key drivers of this change has been adverse development on latent claims that
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we categorize as A&E covered under the National Indemnity Company (NICO) reinsurance treaties. Of the cumulative defi-
ciency of $2.063 billion recognized in the ten years since December 31, 2000, $758 million relates to non-latent claims and
$1.305 billion relates to latent claims. The deficiency of $2.063 billion was identified and recorded as follows; $159 million
deficient in 2001, $576 million deficient in 2002, $245 million deficient in 2003, $880 million deficient in 2004, $66 mil-
lion redundant in 2005, $164 million deficient in 2006, $24 million deficient in 2007, $101 million deficient in 2008, $31
million redundant in 2009, and $11 million deficient in 2010.

Importantly, the cumuilative deficiency or redundancy for different balance sheet dates are not independent and, therefore,
should not be added together. In the last year, we revised our estimate of the December 31, 2000, liabilities from $11.489
billion to $11.5 billion. This adverse development of $11 million will also be included in each column to the right of the
December 31, 2000, column to recognize that this additional amount was also required in the reserves established for each
annual balance sheet date from December 31, 2001, to December 31, 2010.

The loss development table shows that our original estimate of the net unpaid loss and loss expense requirement at
December 31, 2009, of $25.038 billion has, with the benefit of actual loss emergence and hindsight, been revised to
$24.481 biltion at December 31, 2010. This favorable movement of $557 million is referred to as prior period development
and is the net result of a number of underlying movements both favorable and adverse. The key underlying movements are
discussed in more detail within the “Prior Period Development” section of item 7.

The bottom lines of the table show the re-estimated amount of previously recorded gross liabilities at December 31,
2010, together with the change in reinsurance recoverable. Similar to the net liabilities, the cumulative redundancy or defi-
ciency on the gross liability is the difference between the gross liability originally recorded and the re-estimated gross liability at
December 31, 2010. For example, with respect to the gross unpaid loss and loss expenses of $17.603 billion for
December 31, 2000, this gross liability was re-estimated to be $24.539 billion at December 31, 2010, resulting in the cumu-
lative deficiency on the gross liability originally recorded for the 2000 balance sheet year of $6.936 billion. This deficiency
relates primarily to U.S. liabilities, including A&E liabilities for 1996 and prior. The gross deficiency results in a net deficiency
of $2.063 billion after consideration of substantial reinsurance coverage that reduces the gross loss; approximately $2.2 bil-
lion was covered by reinsurance placed when the risks were originally written and $1.25 billion of the remaining liability has
been ceded under the Brandywine NICO Agreement.

We do not consider it appropriate to extrapolate future deficiencies or redundancies based upon the table, as conditions
and trends that have affected development of the liability in the past may not necessarily recur in the future. We believe that
our current estimates of net liabilities appropriately reflect our current knowledge of the business profile and the prevailing
market, social, legal, and economic conditions while giving due consideration to historical trends and volatility evidenced in
our markets over the longer term. The key issues and considerations involved in establishing our estimate of the net liabilities
are discussed in more detail within the “Critical Accounting Estimates ~ Unpaid losses and loss expenses” section of Item 7.

On April 1, 2008, we acquired Combined Insurance. On December 1, 2010, we acquired Jerneh Insurance Berhad. On
December 28, 2010, we acquired all of the outstanding commons stock of Rain and Hail not previously owned by us. The
unpaid loss information for these acquisitions has been included in the table commencing in the year of acquisition.
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Analysis of Losses and Loss Expenses Development
Year Ended December 31

(in millions of
U.S. dollars) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Gross unpaid S T el
josses $17,603° $20,941 $24,597 $27,083 $31,483 $35,055 $35 517 $37,112- $ﬁ37‘;,176 '$37.783 $37,391

Net unpaid losses . 9,437 . 10,617.. 11,988 14,674 17,5617 20,458 . .22,008 123,592 ...24,241 038 25,242
(cumulative) i :
1 year later 2,425 2,667 2,702 2,855 3,293 3,711 4,038 3,628 ‘4,455
2 years later .. :3,850 4,640 . 4,379 " 4,878" 5,483 6,487 - 6,356 6,092 o7, 526
3 years later 5,165 5,568 5,817 6,427 7,222 7,998 8,062 -%‘8-}‘393" gl
4 years later i 5,515 6,688 7,009 7,819 8,066 9,269 9,748
5years later 6,204 7,496 8,032 8,416 8,920 10,597
6 years later - 6,638 " 8014 8,390 . .9,049...:7.9,810
7 years later 6,959 8,226 8,851 9,781
8 years later 7.036 v 8,584 9,372 o
9 years later 7,239 8,971
10 years later 7.543 s
Net liability i
re-estimated
2% of: iy e MR i o e
End of year 79,437 .10;617 11,988 14,674 17,517 20,458 - .22,008 23,592 24,241 '25.038 25,242

1yearlater . 9,596 11, 344...-12,170 15,221 17,603 20,446 21,791 . 22,778 . 23, 653 24 481
2 years later 10,172 11,552 13,215 15,468 . 17,651 . 20,366 21,188 i23 127 o
3years later 10,417 12: 541 - 13,477 15,732 17,629 19,926~ 20,650 ... i
4 years later 11,297 - 12,725 13,790 * 16,015 17,509 19,589 20,080
5 years later 11,231 12,880 14,152 16,086 . 17,276 19,258 "
6 years later 11,395 13,013 14,201 15,994 17,116
7 years later  ©.11,419.. » 13,099 ...14,210 ..15,965., i i
8 years later 11,520 13,110 14,185
9 years later 11,489 13,074
10 years later 11,500
Cumulative SO
redundancy/ i
(deficiency) on - w4 S vy PR e ; :
net unpaid HE * LA SN i) H 3. Y < PN | ST LU LR ;o HA P RO SO 5o + i : Pl -
losses (2,063)  (2,457) -(2,197) - (1,291) 401 1,200 1,928 1,996 1;114 - 5570
Cumulative ! :
deficiency i R - . ; S St e - 5
related to A&E - (1,305) . - (1,300) (784) .. -(784) (319) (319)
redundancy/
(deficiency)
excluding A&E
Gross unpaid
losses
Reinsurance .
recoverable on - e L e DT
unpaid losses . 8,166 710,324 12,609 12,409 13y
Net unpaid losses 9,437 10,617 - 11,988 14, 674
Gross liability st L e e e S
re-estimated 24,539 28,504 :

(187) (104)

13520 12
23,592

Reinsurance Chin e W ket
recoverable on e LR :
unpaid losses 13,039 15 430 15,541 14,990

Net liability ST e Ry : S ey ;
re-estimated 11,500 13 074 14,185 15,965 17,116 19,258 20,080 .21

Cumulative : ; ‘ ' :
redundancy/
(deficiency) on ;
gross unpaid i m e e e SR :
losses $(6,936) - $(7,563). $(5,129) $3,872) $ (348) $ 1,715 . $ 2,146 $ 2,328 $: ;900 $ -6

The reference to “losses” in the table above refers to losses and loss expenses.

() This amount does not agree to the reconciliation of unpaid losses and loss expenses for the 2010 year in the table below due to the accounting treatment of Crop profit

commission resulting in the reduction of $45 million in the related net losses and loss expenses incurred in respect of losses occurring in prior years. Note that there is a
corresponding increase of $45 million in net losses and loss expenses incurred in respect of losses occurring in the current year.
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Reconciliation of Unpaid Losses and Loss Expenses

Year Ended December 31

(in millions of U.S. dollars) 2010 2009 2008
Gross unpaid losses and loss expenses at beginning of year '$37783 $ 37,176 $ 37 112
Reinsurance recoverable on unpaid losses® (12 745)- » 4(12,935) (13 520)
Net unpaid losses and loss expenses at begvi’n'ning of year 25 038 i '24’,241 L 23,592
Acquisition of subsidiaries 145 - priie 353
Total , . . 25183 24241 . 23,945
Net losses and loss expenses incurred in respect of losses occumng in: - 1 T '
Current year ‘ : o 8,091 i ,~;:’.‘8,,001 8,417
Prior years ‘ : v (512) ©..(679) © -(814)
Total : - 7,579 7,422 7,603
Net losses and loss expenses paid in respect of losses occurring in: & . :
Current year 2,689 12,493 2,699
Prior years 4,724 4,455 w3628
- Total o : . 7,413 ..6,948 . 6327
Foreign currency revaluation and other a ' , : (107)1 ' 323 ¢
Net unpaid losses and loss expenses at end of year ' " 25,242 25 038
Reinsurance recoverable on unpaid lossest!) - 12,149 12 745 .. 12,8
Gross unpaid losses and loss expenses at end of year ‘ $ 37,391 $,‘,,;37‘,783 'k“,jf$[:,3ﬁ7,176

(M Net of provision for uncollectible reinsurance

Net losses and loss expenses incurred for 2010 were $7.6 billion, compared with $7.4 billion in 2009, and $7.6 billion in
2008. Net losses and loss expenses incurred for 2010, 2009, and 2008, include $512 million, $579 million, and $814
million of net favorable prior period deve!opment respectively. For more information, refer to the “Prior Period Development”
section of ltem 7.

Investments :

Our objective is to maximize investment income and total return while ensuring an appropriate level of liquidity, investment
quality and diversification. As such, ACE’s investment portfolio is invested primarily in investment-grade fixed-income securities
as measured by the major rating agencies. We do not allow leverage or complex credit structures in our investment portfolio.

The critical aspects of the investment process are controlled by ACE Asset Management, an indirect wholly-owned sub-
sidiary of ACE. These aspects include asset atlocation, portfolio and guideline design, risk management and oversight of
external asset managers. In this regard, ACE Asset Management:

» conducts formal asset allocation modeling for each of the ACE subsidiaries, provudlng formal recommendations for the portfo-
lio's structure;

* establishes recommended investment gu1dellnes that are appropriate to the prescribed asset allocation targets;

* provides the analysis, evaluation, and selection of our external investment advisors;

* establishes and develops investment-related analytics to enhance portfolio engineering and risk control;

 monitors and aggregates the correlated risk of the overall investment portfolio; and

* provides governance over the investment process for each of our operating companies to ensure consistency of approach
and adherence to investment guidelines.

Under our guidance and direction, external asset managers conduct security and sector selection, transaction execution
and portfolio accounting. This use of multiple managers benefits ACE in several ways — it provides us with operational and cost
efficiencies, diversity of styles and approaches, innovations in investment research and credit and risk management, all of
which enhance the risk adjusted returns of our portfolios.
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ACE Asset Management determines the investment portfolio’s allowable, targeted asset allocation and ranges for each of
the operating segments. These asset allocation targets are derived from sophisticated asset and liability modeling that meas--
ures correlated histories of returns and volatility of returns. Allowable investment classes are further refined through analysis of
our operating environment, including expected volatility of cash flows, potential impact on our capital position; as well as regu-
latory and rating agency considerations.

Under the overall supervision of the Finance and Investment Committee of the Board, ACE's governance over investment
management is rigorous and :ongoing. Among its responsibilities, the Finance and Investment Committee of the Board:

* reviews and approves asset allocation targets and investment policy to ensure that it is-consistent with our overall goals, strat-
egies, and objectives;

* reviews and approves investment guidelines to ensure that appropriate levels of portfolio I:quldlty, credit quallty, diversifica-
tion, and volatility are maintained; and

« systematically reviews the portfolio’s exposures including any potential violations of investment gwdehnes

We have long-standing global credit limits for our entire portfolic across the organization and for individual obligors.
Exposures are aggregated, monitored; and actively managed by our Global Credit Committee, comprised of senior executives,
including-our Chief Financial Officer, our.Chief Risk Officer, our Chief Investment Officer, and our Treasurer. Additionally, the
Board has established a Risk Committeewhich helps execute the Board's supemsory responsibilities pertalmng to enterprise
risk management including invéstment risk.

Within the guidelines and asset allocation parameters established by the Finance and Investment Committee, individual
investment committees of the operating segments determine tactical asset allocation. Additionally, these committees review all
* investment-related activity that affects their operating company, including the selection of outside investment advisors, pro-
posed asset allocations, changes, and the systematic review of investment guidelines.

For additional information regarding the investment portfolio, including breakdowns of the sector and maturity dis-
tributions, refer to Note 4 to the Consolidated Financial Statements, under Item 8. '

Regulation

Our insurance and reinsurance subsidiaries conduct business globally, including all 50 states of the United States and the
District of Columbia. Our businesses in each of these jurisdictions are subject to varying degrees of regulation and supervision.
The laws and regulations of the jurisdictions in which our insurance and reinsurance subsidiaries are domiciled require among
other things that these subsidiaries maintain minimum levels of statutory capital, surplus and liquidity, meet solvency stan-
dards, and submit to periodic examinations of their financiaf condition. The complex regulatory environments in which ACE
operates are subject to change and are regularly monitored. The following is an overview discussion of regulations for our
operations in Switzerland, the U.S., Bermuda, and other international locations.

Swiss Operations

The Swiss Financial Market Supervisory Authority, which we refer to as “FINMA” has the discretion to supervise our group
activities. Under so-called “group supervision 'FINMA has the right to superwse the Company on a group-wide basis. The
regulatory power of FINMA covers in partlcular the following areas:

* reporting on-organization; :

* reporting on structure;

* reporting on |nternal transactlons

* solvency;

* group/conglomerate report; and

* corporate governance/risk management/internal control system.

In 2008, we received written confirmation from the Federal Office of Private Insurance (FOPI), a FINMA predecessor
insurance supervising authority, that it does not intend to subject us to group supervision so long as certain business parame-
ters within Switzerland are not exceeded. From time to time, we may exceed these parameters. While we cannot assure you
that FINMA will not change these parameters or otherwise begin to exercise group supervision over us, we do not presently
foresee becoming subject to such group supervision at ACE’s current or anticipated business levels in Switzerland. However,
the costs and administrative burdens of group supervision, should we be subjected to it, could be substantial. Late in 2008,
we formed ACE Insurance (Switzerland) Limited which offers various insurance covers to small and mid-sized Swiss compa-
nies, as well as A&H solutions to individuals. We have also formed a reinsurance subsidiary named ACE Reinsurance
(Switzerland) Limited which we operate as pnmanly a provider of reinsurance to other ACE entities. Both new companies are
licensed and governed by FINMA.
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U.S. Operations

Our U.S. insurance subsidiaries are subject to extensive regulation and supervision by the states in which they do business.
The laws of the various states establish departments of insurance with broad authority to regulate, among other things: the
standards of solvency that must be met and maintained, the licensing of insurers and their producers, approval of policy forms
and rates, the nature of and limitations on investments, restrictions on the size of the risks which may be insured under a sin-
gle policy, deposits of securities for the benefit of policyholders, requirements for the acceptability of reinsurers, periodic
examinations of the affairs of insurance companies, the form and content of reports of financial condition required to be filed,
and the adequacy of reserves for unearned premiums, losses, and other purposes.

Our U.S. insurance subsidiaries are required to file detailed annual and quarterly reports with state insurance regulators in
each of the states in which they do business. In addition, our U.S. insurance subsidiaries’ operations and financial records are
subject to examination at regular intervals by state regulators.

All states have enacted legislation that regulates insurance holding companies. This legislation provides that each
insurance company in the system is required to register with the insurance department of its state of domicile and furnish
information concerning the operations of companies within the holding company system that may materially affect the oper-
ations, management, or financial condition of the insurers within the system. All transactions within a holding company
system must be fair and equitable. Notice to the insurance departments is required prior to the consummation of transactions
affecting the ownership or control of an insurer and of certain material transactions between an insurer and an entity in its
holding company system; in addition, certain transactions may not be consummated without the department’s prior approval.

Statutory surplus is an important measure utilized by the regulators and rating agencies to assess our U.S. insurance
subsidiaries’ ability to support business operations and provide dividend capacity. Our U.S. insurance subsidiaries are subject
to various state statutory and regulatory restrictions that limit the amount of dividends that may be paid without prior approval
from regulatory authorities. These restrictions differ by state, but are generally based on calculations incorporating statutory
surplus, statutory net income, and/or investment income.

The National Association of Insurance Commissioners (NAIC) has a risk-based capital requirement for P&C insurance
companies. This risk-based capital formula is used by many state regulatory authorities to identify insurance companies that
may be undercapitalized and which merit further regulatory attention. These requirements are designed to monitor capital
adequacy using a formula that prescribes a series of risk measurements to determine a minimum capital amount for an
insurance company, based on the profile of the individual company. The ratio of a company’s actual policyholder surpius to its
minimum capital requirement will determine whether any state regulatory action is required. There are progressive risk-based
capital failure levels that trigger more stringent regulatory action. If an insurer's policyholders’ surplus falls below the Man-
datory Control Level (70 percent of the Authorized Control Level, as defined by the NAIC), the relevant insurance commissioner
is required to place the insurer under regulatory control. However, an insurance commissioner may allow a P&C company
operating below the Mandatory Control Level that is writing no business and is running off its existing business to continue its
run-off. Brandywine is running off its liabilities consistent with the terms of an order issued by the Insurance Commissioner of
Pennsylvania. This includes periodic reporting obligations to the Pennsylvania Insurance Department.

Government intervention has also occurred in the insurance and reinsurance markets in relation to terrorism coverage in
the U.S. (and through industry initiatives in other countries). The U.S. Terrorism Risk Insurance Act (TRIA), which was
enacted in 2002 to ensure the availability of insurance coverage for certain types of terrorist acts in the U.S., was extended in
2007 for seven years, through 2014, and applies to certain of our operations.

From time to time, ACE and its subsidiaries and affiliates receive inquiries from state agencies and attorneys general, with
which we generally comply, seeking information concerning business practices, such as underwriting and non-traditional or
loss mitigation insurance products. Moreover, many recent factors, such as consequences of and reactions to industry and
economic conditions as well as a change in the presidential administration and focus on domestic issues, have contributed to
the potential for change in the legal and regulatory framework applicable to ACE’'s U.S. operations and businesses. We cannot
assure you that changes in laws or investigative or enforcement activities in the various U.S states will not have a material
adverse impact on our financial condition, results of operations, or business practices. More information on insurance industry
investigations, including settlement agreements and related matters, is set forth in Note 10 to the Consolidated Financial
Statements, under Item 8.

Bermuda Operations

In Bermuda, our insurance subsidiaries are principally regulated. by the Insurance Act 1978 (as amended) and related regu-
lations (the Bermuda Act). The Bermuda Act imposes solvency and liquidity standards as well as auditing and reporting
requirements, and grants the Bermuda Monetary Authority (the BMA) powers to supervise, investigate, and intervene in the
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affairs of insurance companies. Significant requirements include the appointment of an independent auditor, the appointment
of a loss reserve specialist, an approved actuary and the filing of the annual statutory financial return with the Executive
Member responsible for insurance (the Bermuda Executive). We must comply with provisions of the Bermuda Act regulating
the payment of dividends and distributions. A Bermuda company may not declare or pay a dividend or make a distribution out
of contributed surplus if there are reasonable grounds for believing that: (a) the company is, or would after the payment be,
unable to pay its liabilities as they become due; or (b) the realizable value of the company’s assets would thereby be less than
the aggregate of its liabilities and its issued share capital and share premium accounts. Further, an insurer may not declare or
pay any dividends during any financial year if it would cause the insurer to fail to meet its relevant margins, and an insurer
which fails to meet its relevant margins on the last day of any financial year may not, without the approval of the Minister of
Finance, declare or pay any dividends during the next financial year. In addition, some of ACE's Bermuda subsidiaries qualify
as “Class 4” insurers and may not in any financial year pay dividends which would exceed 25 percent of their total statutory
capital and surplus, as shown on their statutory balance sheet in relation to the previous financial year, unless they file a sol-
vency affidavit at least seven days in advance. '

The BMA may appoint an inspector with extensive powers to investigate the affairs of an insurer if he or she believes that
an investigation is required in the interest of the insurer’s policyholders or persons who may become policyholders. If it
appears to the BMA that there is a risk of the insurer becoming insolvent, or that the insurer is in breach of the Bermuda Act or
any conditions of its registration under the Bermuda Act, the BMA may direct the insurer not to take on any new insurance
business, not to vary any insurance contract if the effect would be to increase the insurer’s liabilities, not to make certain
investments, to realize certain investments, to maintain in, or transfer to the custody of a-specified bank certain assets, not to
declare or pay any dividends or other distributions, or to restrict the making of such payments and/or to limit its premium
income.

The Bermuda Act also requires the BMA to supervise persons carrying on insurance business, insurance managers, and
intermediaries with the aim of protecting the interests of clients and potential clients of such persons. The Bermuda Act
requires every insurer to appoint a principal representative resident in Bermuda and to maintain a principal office in Bermuda.
The principal representative must be knowledgeable in insurance and is responsible for arranging the maintenance and cus-
tody of the statutory accounting records and for filing the annual statutory financial return.

Other International Operations

The extent of insurance regulation varies significantly among the countries in which the non-U.S. ACE operations conduct
business. While each country imposes licensing, solvency, auditing, and financial reporting requirements, the type and extent
of the requirements differ substantially. For example:

* in some countries, insurers are required to prepare and file quarterly financial reports, and in others, only.annual reports;
« some regulators require intermediaries to be involved in the sale of insurance products, whereas other regulators permit
direct sales contact between the insurer and the customer;

* the extent of restrictions imposed upon an insurer's use of foreign reinsurance vary;

* policy form filing and rate regulation vary by country;

* the frequency of contact and periodic on-site examinations by insurance authontles differ by country; and

* regulatory requirements relating to insurer dividend policies vary by country.

Significant variations can also be found in the size, structure, and resources of the local regulatory departments that over-
see insurance activities. Certain regulators prefer close relationships with all subject insurers and others operate a risk-based
approach. o

ACE operates in some countries through subsidiaries and in some countries through branches of those subsidiaries. Local
capital requirements applicable to a subsidiary generally include its branches. Certain ACE companies are jointly owned with
local companies to comply with legal requirements for local ownership. Other legal requirements include discretionary licens-
ing procedures, compulsory cessions of reinsurance, local retention of funds and records, data privacy and protection program
requirements, and foreign exchange controls. ACE's international companies are also subject to multinational application of
certain U.S. laws.

Moreover, there are various regulatory bodies and initiatives that impact ACE in multiple international jurisdictions and the
potential for significant impact on ACE could be heightened as a result of recent industry and economic developments. In par-
ticular, the European Union’s (EU) executive body, the European Commission, is implementing new capital adequacy and risk
management regulations for the European insurance industry, known as Solvency Il, which aims to establish a revised set of
EU-wide capital requirements and risk management standards that will replace the current Solvency | requirements. Once
finalized, Solvency Il is expected to set out new, strengthened requirements applicable to the entire EU relating to capital
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adequacy and risk management for insurers. Other jurisdictions such as Bermuda and Switzerland are likely to strengthen their
respective capital and risk management requirements.

Enterprise Risk Management

As an insurer, ACE is in the business of risk management for profit. As a result, enterprise risk management, or ERM, is a part
of the day-to-day management of the Company and its operatlons Because risk management must permeate an organization
conducting insurance businesses around the world, we have established an ERM process that is integrated into management
of our businesses and is led by ACE’s senior management.

Our global ERM framework is broadly multi-disciplinary and its objectives include:

* support core risk management responsibilities at division and corporate levels through the identification and management of
risks that aggregate and/or correlate across divisions;

« identify, analyze, and mitigate significant external risks that could impair the fmancnal condition of ACE and/or hinder its
business objectives;

* coordinate accumulation guidelines and actual exposure relative to guidelines, risk codes, and other risk processes;

* provide analysis and maintain accumulation and economic capital and information systems that enable business leaders to
make appropriate and consistent risk/return decisions;

* identify and assess emerging risk issues; and

* develop and communicate to the Company’s business lines consistent risk management processes.

The Company’s Enterprise Risk Management Board (ERMB) reports to and assists the Chief Executive Officer in the over-
sight and review of ACE's ERM framework. The ERMB is chaired by the Company’s Chief Risk Officer and Chief Actuary. The
ERMB oversees and monitors the processes and guidelines used to manage insurance risk, financial risk, strategic risk, and
operational risk. The ERMB governance framework relies in part on establishment and maintenance of risk limits and a risk
matrix through which inherent and residual risks across the organization are catalogued. The ERMB meets at least monthly,
and is comprised of the Company’s most sénio’r executives, in addition to the Chair: the Chief Executive Officer, Chief Financial
Officer, Chief Investment Officer, Chief Claims Officer, General Counsel, Chief Executive Officer for Insurance — North America,
Chief Executive Officer for ACE Overseas General, and our Chief Executive Officer for Global Reinsurance.

The ERMB is provided support from various sources, including the Enterprise Risk Unit (ERU) and product boards. The
ERU is responsible for the collation and analysis of two types of information. First, external information that provides insight to
the ERMB on risks that might imperil ACE’s key objectives and second, internal information on single named, product, and
cross-product accumulations. The ERU is independent of the operating units and reports to our Chief Risk Officer and Chief
Actuary. The Product Boards exist to provide oversight for products that the Company offers globally. A Product Board currently
exists for each of the following products; property/energy, marine, casualty, financial lines, aviation, and political risk. Each
Product Board is responsible for ensuring consistency in underwriting and pricing standards, identification of emerging issues,
and single name accumulation guidelines.

The Company’s Chief Risk Officer and Chief Actuary also reports to the Board’s Risk Committee, which helps execute the
Board's supervisory responsibilities pertaining to ERM. The role of the Risk Committee includes evaluation of the integrity and
effectiveness of the Company’s ERM procedures and systems and information; oversight of policy decisions pertaining to risk
aggregation and minimization, including credit risk; and assessment of the Company’s major decisions and preparedness lev-
els pertaining to perceived material risks. The Audit Committee, which regularly meets jointly with the Risk Committee,
provides oversight of the financial reporting process and safeguarding of assets. °

Others within the ERM structure contribute toward accomplishing ACE's ERM objectives, including regional management,
Internal Audit, Compliance, external consultants, and managers of our internal control processes and procedures.

Tax Matfers .
Refer to “Risk Factors”, under ltem 1A below, and Note 2 n) to the Consolidated Financial Statements, under Iltem 8.
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Item 1A. Risk Factors

Factors that could have a material impact on our results of operations or financial condition are outlined below. Additional risks
not presently known to us or that we currently deem insignificant may also impair our business or results of operations as they
become known facts or as facts and circumstances change. Any of the risks described below could result in a significant or
material adverse effect on our results of operations or financial condition.

Business

U.S. and global economic and financial industry events and their consequences could harm our business, our Ilqmdlty and’
financial condition, and our stock price.

The consequences of adverse global market and economic conditions may affect (among other aspects of our busmess) the
demand for and claims made under our products, the ability of customers, counterparties, and others to establish or maintain
their relationships with us, our ability to access and efficiently use internal and external capital resources, the availability of
reinsurance protection; the risks we assume - under reinsurance programs covering variable annuity guarantees, and our
investment performance. Volatility in the U.S. and other securities markets may adversely affect our stock price.

Our financial condition could be adversely affected by the occurrence of natural and man-made disasters.

We have substantial exposure to losses resulting from natural disasters, man-made catastrophes, and other catastrophic
events. Catastrophes can be caused by various events, including hurricanes, typhoons, earthquakes, hailstorms, explosions, -
severe winter weather, fires, war, acts of terrorism, political instability, and other natural or man-made disasters, including a
global or other wide-impact pandemic. The incidence and severity of catastrophes are inherently unpredictable and our losses
from catastrophes could be substantial. In addition, climate conditions may be changing, primarily through changes in global
temperatures, which may in the future increase the frequency and 3everity of natural catastrophes and the resulting losses. -
The occurrence of claims from catastrophic events could result in substantial volatility in our results of operations or financial - -
condition for any fiscal quarter or year. Increases in the values and concentrations of insured property may also increase the
severity of these occurrences in the future. Although we attempt to manage our exposure to-such events through the use of
underwriting controls and the purchase of third-party reinsurance, catastrophic events are inherently unpredictable and the
actual nature of such events when they occur could be more frequent or severe than contemplated in our pricing and risk
management expectations. As a result, the occurrence of one or more catastrophic events could have an adverse ‘effect on our
results of operations or financial condition.

If actual claims exceed our loss reserves, our flnancml results could be adversely affected.

Our results of operations and financial condition depend upon our ability to assess accurately the potential losses assouated
with the risks that we insure and reinsure. We establish reserves for unpaid losses and loss expenses, which are estimates -of
future payments of reported and unreported claims for losses and related expenses, with respect to. insured events that have
occurred at or prior 1o the date of the balance sheet. The process of establishing reserves can be highly compiex and is subject
to considerable variability as it requires the use of informed estimates and judgments.

We have actuarial staff in each of our operating segments who analyze insurance reserves and regularly evaluate-the lev-
els-of loss reserves. Any such evaluations could result in future changes in estimates of losses or reinsurance recoverable and
would be reflected in our results of operations in the period in which the estimates are changed. Losses and Ioss expenses are
charged to income as incurred. Reserves for unpaid losses and loss. expenses represent the estimated ultimate losses and loss
expenses less paid losses and loss expenses, and.is comprised of case reserves and IBNR. During the loss settlement period,
which can be many years in duration for some of our lines of business, additional facts regarding individual claims and trends
often will become known. As these become apparent, case reserves may be adjusted by allocation from IBNR without any
change in overall reserves. In addition, application of statistical and actuarial methods may require the adjustment of overall
reserves upward or downward from time to time. .

Included in our liabilities for losses and loss expenses are liabilities for latent claims such as A&E. At December 31,
2010, these A&E liabilities represented approximately 6.2 percent of our liabilities for losses and loss expenses: These claims
are principally related to claims arising from remediation costs associated with hazardous waste sites and bodily-injury claims
related to exposure to ashestos products and environmental hazards. The estimation of these liabilities is subject to many
complex variables including: the current legal environment; specific settliements that may be used as precedents to settle future
claims; assumptions regarding trends with respect to claim severity and the frequency of higher severity claims; assumptions
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regarding the ability to allocate liability among defendants (including bankruptcy trusts) and other insurers; the ability of-a
claimant to bring a claim in a state in which they have no residency or exposure; the ability of a policyholder to claim the right
to non-products coverage; whether high-level excess policies have the potential to be accessed given the policyholder's claim
trends and liability situation; payments to unimpaired claimants; and, the potential liability of peripheral defendants.

Accordingly, the ultimate settlement of losses, arising from either latent or non-latent causes, may be significantly greater
or less than the loss and loss expense reserves held at the date of the balance sheet. If our loss reserves are determined to be
inadequate, we will be required to increase loss reserves at the time of such determination and our net income will be
reduced. If the increase in loss reserves is large enough, we could incur a net loss and a net reduction of our capital.

The effects of emerging claim and coverage issues on our business are uncertain.

As industry practices and legislative, regulatory, judicial, social, financial, and other environmentai conditions change,
unexpected and unintended issues related to claims and coverage may emerge. These issues may adversely affect our busi-
ness by either extending coverage beyond our underwriting intent or by increasing the frequency and severity of claims. In
some instances, .these changes may not become apparent until some time after we have issued insurance or reinsurance con-
tracts that are affected by the changes. As a result, the full extent of liability under our insurance or reinsurance contracts may
not be known for many years after a contract is issued.

The failure of any of the loss limitation methods we employ could have an adverse effect on our results of operations or financial
condition.

We seek to limit our loss exposure by writing a number of our insurance and reinsurance contracts on an excess of loss basis.
Excess of loss insurance and reinsurance indemnifies the insured against losses in excess of a specified amount. In addition,
we limit program size for each client and purchase third-party reinsurance for our own account. in the case of our assumed
proportional reinsurance treaties, we seek per occurrence limitations or loss and loss expense ratio caps to limit the impact of
losses ceded by the client. in proportional reinsurance, the reinsurer shares a proportional part of the premiums and losses of
the reinsured. We also seek to limit our loss exposure by geographic diversification. Geographic zone limitations involve sig-
nificant underwriting judgments, including the determination of the area of the zones and the inclusion of a particular policy
within a particular zone's limits. Various provisions of our policies, such as limitations or exclusions from coverage or choice of
forum negotiated to limit our risks, may not be enforceable in the manner we intend. As a result, one or more catastrophic or
other events could result in claims that substantially exceed our expectations, which could have an adverse effect on our
results of operations or financial condition.

We may be unable to purchase reinsurance, and if we successfully purchase reinsurance, we are subject to the possibility of
non-payment. ‘

We purchase reinsurance to protect against catastrophes, to increase the amount of protection we can provide our clients, and
as part of our overall risk management strategy. Our reinsurance business also purchases some retrocessional protection. A
retrocessional reinsurance agreement allows a reinsurer to cede to another company all or part of the reinsurance that was
originally assumed by the reinsurer. A reinsurer’s or retrocessionaire’s insolvency or inability or unwillingness to make timely
payments under the terms of its reinsurance agreement with us could have an adverse effect on us because we remain liable
to the insured. From time to time, market conditions have limited, and in some cases have prevented, insurers and reinsurers
from obtaining the types and amounts of reinsurance or retrocessional reinsurance that they consider adequate for their busi-
ness needs.

There is no guarantee our desired amounts of reinsurance or retrocessional reinsurance will be available in the market-
place in the future. In addition to capacity risk, the remaining capacity may not be on terms we deem appropriate or
acceptable or with companies with whom we want to do business. Finally, we face some degree of counterparty risk whenever
we purchase reinsurance or retrocessional reinsurance. Consequently, the insolvency, inability, or unwillingness of any of our
present or future reinsurers to make timely payments to us under the terms of our reinsurance or retrocessional agreements
could have an adverse effect on us. At December 31, 2010, we had $12.9 billion of reinsurance recoverables, net of reserves
for uncollectible recoverables.

Certain of our subsidiaries are liable for A&E and other exposures they have reinsured to our inactive run-off company
Century Indemnity Company (Century). At December 31, 2010, the aggregate reinsurance balances ceded by our active sub-
sidiaries to Century were approximately $758 million. Should Century’s loss reserves experience adverse development in the
future and should Century be placed into rehabilitation or liquidation, the reinsurance recoverables due from Century’s to its
affiliates would be payable only after the payment in full of certain expenses and fiabilities, including administrative expenses

20



and direct policy liabilities. Thus, the intercompany reinsurance recoverables would be at risk to the extent of the shortage of
assets remaining to pay these recoverables. While we believe the intercompany reinsurance recoverables from Century are not
impaired at this time, we cannot assure you that adverse development with respect to Century’s loss reserves, if manifested,
will not result in Century’s insolvency, which could result in our recognizing a loss to the extent of any uncollectible
reinsurance from Century. This could have an adverse effect on our results of operations or financial condition.

Our net income may be volatile because certain products sold by our Life business expose us to reserve and fair value liability
changes that are directly affected by market and other factors and assumptions.

Our pricing and valuation of life insurance and annuity products, including reinsurance programs, are based upon various
assumptions, including but not limited to market changes, mortality rates, morbidity rates, and policyholder behav-

ior. Significant deviations in actual experience from our pricing assumptions could have an adverse effect on the profitability of
our products and our business. '

Under reinsurance programs covering variable annuity guarantees, we assumed the risk of guaranteed minimum death
benefits (GMDB) and guaranteed living benefits (GLB) associated with variable annuity contracts. We ceased writing this busi-
ness in 2007. Our net income is directly impacted by changes in the reserves calculated in connection with the reinsurance of
GMDB and GLB liabilities. In addition, our net income is directly impacted by the change in the fair value of the GLB liability.
Reported liabilities for both GMDB and GLB reinsurance are determined using internal valuation models. Such valuations
require considerable judgment and are subject to significant uncertainty. The valuation of these products is subject to fluctua-
tions arising from, among other factors, changes in interest rates, changes in equity markets, changes in credit markets,
changes in the allocation of the investments underlying annuitant’s account values, and assumptions regarding future policy-
holder behavior. Significant changes in behavior as a result of policyholder reactions to market or economic conditions could
be material. ACE views our variable annuity reinsurance business as having a similar risk profite to that of catastrophe
reinsurance, with the probability of long-term economic ioss relatively small at the time of pricing. Adverse changes in market
factors and policyholder behavior will have an impact on both life underwriting income.and net income. When evaluating
these risks, we expect to be compensated for taking both the risk of a cumulative long-term economic net loss, as well as the
short-term accounting variations caused by these market movements. Therefore, we evaluate this business in terms of its long-
term economic risk and reward. Refer to the “Critical Accounting Estimates — Guaranteed living benefits (GLB) derivatives”,
under ltem 7 and “Quantitative and Qualitative Disclosures about Market Risk — Reinsurance of GLB and GMDB guarantees”,
under Item 7A for more information.

A failure in our operational systems or infrastructure or those of third parties could disrupt business, damage our reputation, and
cause losses.

ACE's operations rely on the secure processing, storage, and transmission of confidential and other information in its computer
systems and networks. ACE’s business depends on effective information systems and the integrity and timeliness of the data it
uses to run its business. Our ability to adequately price products and services, to establish reserves, to provide effective and
efficient service to our customers, and to timely and accurately report our financial results also depends significantly on the
integrity of the data in our information systems. Although we take protective measures and endeavor to modify them as
circumstances warrant, our computer systems, software, and networks may be vuinerable to unauthorized access, computer
viruses or other malicious code, and other events that coutd have security consequences. If one or more of such events occur,
this potentially could jeopardize ACE’s or our clients’ or counterparties’ confidential and other information processed and stored
in, and transmitted through, our computer systems and networks, or otherwise cause interruptions or malfunctions in ACE’s,
its clients’, its counterparties’, or-third parties’ operations, which could result‘in significant losses or reputational damage. ACE
may be required to expend significant additional resources to modify our protective measures or to investigate and remediate
vulnerabilities or other exposures, and we may be subject to litigation and financial losses that are either not insured against or
not fully covered by insurance maintained. '

Despite the contingency plans and facilities we have in place, our ability to conduct business may be adversely affected
by a distuption of the infrastructure that supports our business in the communities in which we are located, or of outsourced
services or functions. This may include a disruption involving electrical, communications, transportation, or other services used
by ACE. These disruptions may occur, for example, as a result of events that affect only the buildings occupied by ACE or as a
result of events with a broader effect on the cities where those buildings are located. If a disruption occurs in one location and
ACE employees in that location are unable to occupy its offices and conduct business or communicate with or travel to other
locations, our ability to service and interact with clients. may suffer and we may not be able to successfully implement con-
tingency plans that depend on communication or travel.
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Employee error and misconduct may be difficult to detect and prevent and could adversely affect our business, results of
operations, and financial condition.

Losses may result from, among-other things, fraud, errors, failure to document transactions properly, failure to obtain proper
internal authorization, or failure to comply with regulatory requirements. It-is not always possible to deter or prevent employee
misconduct and the precautions ACE takes to prevent and detect this activity may not be effective in all cases. Resultant losses
could adversely affect our business, results of operations, and financial condition.

The integration of acquired companies may not be as successful as we anticipate. .
Acquisitions involve numerous risks, including operational, strategic, financial, accounting, and tax risks such as potential
liabilities associated with the acquired business. Difficulties in integrating an acquired company may result in the acquired
company performing differently than we currently expect or in our failure to realize anticipated expense-related efficiencies. Our
existing businesses could also be negatively impacted by acquisitions. In addition, intangible assets recorded in connection
with insurance company acquisitions may be impaired if agency retention and policy persistency differ from expectations.

There is also the potential that proposed acquisitions that have been publicly announced will not be consummated, even-
if a definitive agreement has been signed by the parties. If an agreement is terminated before closing, the result would be that
our proposed acquisition would not occur, which could, among other things, expose us to damages or liability and adversely
impact our stock price and future operations.

Financial Strength and Debt Ratings

A decline in our financial strength ratings could affect our standing among brokers and customers and cause our premiums and
earnings to decrease. A decline in our debt ratings could increase our borrowing costs and |mpact our ability to access capital
markets.
Ratings are an important factor in establishing the competitive position of insurance and reinsurance companies. The objective
of these rating systems is to provide an opinion of an insurer’s financial strength and ability to meet ongoing obligations to its
policyholders. Our financial strength ratings reflect the rating agencies’ opinions of our claims paying ability, are not evalua-
tions directed to investors in our securities, and are not recommendations to buy, sell, or hold our securities. If our financial
strength ratings are reduced from their current levels by one or more of these rating agencies, our competitive position in the
insurance industry could suffer and it would be more difficult for us to market our products. A downgrade, therefore, could
result in a substantial loss of business as insureds, ceding companies, and brokers move to other insurers and reinsurers with
higher ratings. If one or more of our debt ratings were downgraded, we could also incur higher borrowing costs, and our ability
to access the capital markets could be impacted. Additionally, we could be required to post collateral or be faced with the
cancellation of premium in certain circumstances. Refer to “Ratings”, under ltem 7. :
We cannot give any assurance regarding whether or to what extent any of the ratmg agencies may downgrade our ratings
in the future.

Loss of Key Executives

We could be adversely affected by the loss of one or more key executives or by an inability to attract and retain qualified
personnel.

Our success depends on our ability to retain the services of our existing key executives and to attract and retain additional quali-
fied personnel in the future. The loss of the services of any of our key executives or the inability to hire and retain other highly
qualified personnel in the future could adversely affect our ability to conduct our business. This risk may be particularly acute -
for us relative to some of our competitors because some of our senior. executives work in countries where they are not citizens,
such as Bermuda, and work permit and immigration issues could adversely affect the ability to retain or hire key persons. We
do not maintain key person life insurance policies with respect to our employees.

Brokers and Customers

Since we depend on a few brokers for a large portion of our revenues, loss of business provided by any one of them could
adversely affect us.

We market our insurance and reinsurance worldwide primarily through insurance and reinsurance brokers. Marsh, Inc. and its
affiliates and Aon Corporation and its affiliates provided approximately 12 percent and 10 percent, respectively, of our gross
premiums written in 2010. Loss of all or a substantial portion of the busmess provided by one or more of these brokers could
have an adverse effect on our business.
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Our reliance on brokers subjects us to credit risk. ~

In accordance with industry practice, we generally pay amounts owed on claims under our insurance and reinsurance con-
tracts to brokers, and these brokers, in turn, pay these amounts over to the clients that have purchased.insurance or
reinsurance:from us. Although the law is unsettled and depends upon the facts and circumstances of the particular case, in
some jurisdictions, if a broker fails to make sucha payment, we might remain liable to the insured or ceding insurer for the
deficiency. Conversely, in certain jurisdictions, when the insured or:ceding insurer pays premiums for these policies to brokers
for payment over to us, these premiums might be considered to have been paid and the insured or ceding insurer will no lon-
ger be liable to us for those amounts, whether or not we have actually received the premiums from the broker. Consequently,
we assume a degree of credit risk associated with brokers with whom we transact business. However, due to the unsettled and
fact-specific nature of the law, we are unable to quantify our exposure to this risk. Te date we have not experienced any mate-
rial losses related to these credit risks. :

Certain of our policies 'subject us to.credit risk from customers.

We offer high-deductible policies which are primarily provided in the workers’ compensation and certain general liability pro- -
tection lines of our business. Under the terms of these policies, our customers are responsible for a set dollar amount per claim
and/or an aggregate amount for all covered claims before we are ultimately liable. However, we may be required under such
policies to pay third party claimants directly and then seek reimbursement for losses within the deductible frem our customers.
This subjects us to credit risk from these customers. While we generally seek to mitigate this risk through collateral agreements
and maintain a provision for uncollectible accounts associated with this credit exposure, an increased inability of customers to
reimburse us in this context could have an adverse effect on our financial condition and results of operations. In addition, a:
lack of credit available to our customers could impact our ability to collateralize this risk to our satisfaction, Wthh in tum

could reduce the amount of high-deductible policies we could offer.

Liquidity and Investments

Our investment performance may affect our financial results and ability to conduct business:. - : . -
Our funds are invested by professional investment management firms under the-direction-of our management team in. accord-
ance with investment guidelines approved by the Finance and Investment Committee of the Board of Directors. Although our
investment guidelines:stress diversification of risks and conservation of principal and liquidity, our investments are subject to
market risks,-as well as risks. inherent in individual securities. The:volatility of our loss claims may force us to liquidate secu-
rities, which may cause us to incur-capital losses. Realized and unrealized losses in our investment portfolio would generally
reduce our book value, and:if significant, can affect our ability to conduct business. We experienced $1.5 billion of pre-tax
realized and unrealized gains.on our investment portfolio in 2010, The carrying value of our investment portfollo was $51.4 -
billion at December 31, 2010. i

Financial markets events create greater risks relating to impairment of investments.

As a part of our ongoing analysis of our investment portfolio, we are required to assess whether the debt and equity securltles
we hold for which we have recorded an unrealized loss have been “other-than-temporarily impaired”. Refer to Note 4 under -
Item 8 and our disclosure for details and results of our analysis. This analysis requires a high degree of judgment and requires
us to make certain-assessments about the potential for recovery of the assets we hoid. Declines in relevant stock and other-
financial markets could adversely affect our net income and other financial results, and may result in additional impairments.

We may be adversely affected by interest rate changes. -

Our operating results are affected by the performance of our investment portfolio. Our investment portfollo contains prlmanly
fixed income investments and may be adversely affected by changes in interest rates. Volatility in interest rates could alse have
an adverse effect on our investment income and operating results. For example, if interest rates decline, funds reinvested will
earn less than the maturing investment. Interest rates are highly sensitive to many factors, including inflation, monetary and -
fiscal policies, and domestic and international political conditions. Although we.take measures to manage the risks of investing
in a changing interest rate environment, we may not be able to-effectively mitigate interest rate sensitivity."Our mitigation
efforts include maintaining a high quality portfolio with a relatively-short duration to reduce the effect of interest rate changes
on book value. A significant increase in interest rates would generally have an adverse effect on our. book value.
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We may require additional capital or financing sources in the future, which may not be available or may be available only on
unfavorable terms.

Our future capital and financing requirements depend on many factors, including our ability to write new business successfully
and to establish premium rates and reserves at levels sufficient to cover losses, as well as our investment performance. We
may need to raise additional funds through financings or access funds through existing or new credit facilities or through short-
term reverse repurchase agreements. We also from time to time seek to refinance debt or credit as amounts become due or
commitments expire. Any equity or debt financing or refinancing, if available at all, may be on terms that are not favorable to
us. In the case of equity financings, dilution to our shareholders could result, and in any case, such securities may have rights,
preferences, and privileges that are senior to those of our Common Shares. Our access to funds under existing credit facilities
is dependent on the ability of the banks that are parties to the facilities to meet their funding commitments. Also, consolidation
in the banking industry could lead to increased reliance on and exposure to particular institutions. If we cannot obtain
adequate capital or sources of credit on favorable terms, or at all, we could be forced to utilize assets otherwise available for
our business operations, and our business, operating results, and financial condition could be adversely affected. It is possible
that, in the future, one or more of the rating agencies may reduce our existing ratings. If one or more of our ratings were
downgraded, we could incur higher borrowing costs and our ability to access the capital markets could be impacted.

We may be required to post additional collateral because of changes in our reinsurance liabilities to regulated insurance
companies, or because of regulatory changes that affect our companies.

If our reinsurance liabilities increase, we may be required to post additional collateral for insurance company clients. In addi-
tion, regulatory changes sometimes affect our obligations to post coliateral. Several such regulatory changes have been
implemented or are currently under consideration, including changes related to variable annuity contracts. The need to post
this additional collateral, if significant enough, may require us to sell investments at a loss in order to provide securities of suit-
able credit quality or otherwise secure adequate capital at an unattractive cost. This could adversely impact our net income
and liquidity and capital resources. »

Our investment portfolio includes below investment-grade securities that have a higher degree of credit or default risk which
could adversely affect our results of operations and financial condition.

Our fixed income portfolio is primarily invested in high quality, investment-grade securities. However, we invest a smaller por-
tion of the portfolio in below investment-grade securities. At December 31, 2010, below investment-grade securities
comprised -approximately 14 percent of our fixed income portfolio. These securities, which pay a higher rate of interest, also
have a higher degree of credit or default risk. These securities may also be less liquid in times of economic weakness or mar-
ket disruptions. While we have put in place procedures to monitor the credit risk and liquidity of our invested assets, it is .
possible that, in periods of economic weakness (such as recession), we may experience default fosses in our portfolio, which
could adversely affect our net income and book value.

Exchange Rates

Our operating results and shareholders’ equity may be adversely affected by currency fluctuations. :

Our reporting currency is the U.S. dollar. Where possible, capital levels in local currencies are limited to satlsfy minimum regu-
latory requirements and to support local insurance operations. The principal currencies creating foreign exchange risk are the
British pound sterling, the euro, and the Canadian dollar. At December 31, 2010, approximately.16.8 percent of our net
assets were denominated in foreign currencies. We may experience losses resulting from fluctuations in the values of non-U.S.
currencies, which could adversely impact our results of operations and financial condition.

Regulatory and Other Governmental Developments

The regulatory and political regimes under which we operate, and their volatility, could have an adverse effect on our business.
Our insurance and reinsurance subsidiaries conduct business globally. Our businesses in each jurisdiction are subject to vary-
ing degrees of regulation and supervision. The laws and regulations of the jurisdictions in which our insurance and reinsurance
subsidiaries are domiciled require, among other things, maintenance of minimum levels of statutory capital, surplus, and -
liquidity; various solvency standards; and. periodic examinations of subsidiaries’ financial condition. In some jurisdictions, laws
and regulations also restrict payments of dividends and reductions of capital. Applicable statutes, regulations, and policies may
also restrict the ability of these subsidiaries to write insurance and reinsurance policies, to make certain investments, and to
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distribute funds. The purpose of insurance laws and regulations generally is to protect insureds and ceding insurance compa-
nies, not our shareholders. : - :

The insurance industry is affected by political, judicial, and legal developments that may create new and expanded regu-
lations and theories of liability. The current economic climate and the recent financial crisis present additional uncertainties
and risks relating to increased regulation and the potential for increased involvement of the U.S. and other governments in the
financial services industry.

In July 2010, the U.S. enacted comprehensive financial reform legislation, known as the Dodd-Frank Wall Street Reform.
and Consumer Protection Act (“Dodd-Frank Act”), which creates a new regulatory regime for financial services companies.
Among other things, the legislation calls for the creation of a Federal Insurance Office, or FIO, that will focus on systemic risk
oversight and will develop Federal policy on prudential aspects of international insurance matters. The FIO is also required to
conduct a study for submission to the U.S. Congress on how to modernize and improve insurance regulation in the U.S. While
the impact to ACE of the establisnment and activity of the FIO is not clear, it is possible that it.could have an adverse effect on
our business and operations. Moreover, various Federal regulatory agencies have begun proposing and adopting regulations in
furtherance of the Dodd-Frank Act provisions and will continue in the coming months, and some of these new regulations
could require us to change how we conduct and manage our business and could adversely affect us. It is also expected that
one or more Federal funds could be created by way of assessments on financial services companies, and it'is unclear how and
to what extent these requirements might apply to us and whether we would have to make material contributions.

The European Union’s executive body, the European Commission, is implementing new capital adequacy and risk man-
agement regulations called Solvency Il that would apply to our businesses across the European Union. In addition, regulators
in countries where we have operations are working with the International Association of Insurance Supervisors (and in the
U.S., with the National Association of Insurance Commissioners) to consider changes to insurance company supervision,
including solvency requirements and group supervision. S

In the event of, or even in the absence of, changes in applicable laws and regulations in particular jurisdictions, we may
from time to time face more challenges, or changes in approach to oversight of our business, from our insurance or other regu-
lators. : .

We may not be able to comply fully with, or obtain appropriate exemptions from, applicable statutes and regulations
which could have an adverse effect on our business; as could changes in the laws and regulations that apply to us. Failure to
comply with or to obtain appropriate authorizations and/or exemptions under any applicable laws and regulations could result
in restrictions on our ability to do business or undertake activities that are regulated-in one or more of the jurisdictions in which
we conduct business and could subject us to fines and other sanctions. ' ‘ )

Legal and regulatory activities relating to insurance brokers and agents, contingent commissions, and certain finite-risk insurance
products could adversely affect our business, results of operations, and financial condition. oo
Beginning in 2004, ACE received numerous regulatory inquiries, subpoenas, interrogatories, and civil investigative demands
from regulatory authorities in connection with pending investigations of.insurance industry practices. ACE is cooperating and
will continue to cooperate with such inquiries. We cannot assure you that we will not receive any additional requests for
information or subpoenas or what actions, if any, any of these governmental agencies will take as a result of these inves-
tigations. Additionally, at this time, we are unable to predict the potential effects, if any, that these actions may have upon the
insurance and reinsurance markets and industry business practices or what, if any, changes may be made to laws and regu-
lations regarding the industry and financial reporting. Any of the foregoing could adversely affect our business, results of
operations, and financial condition.

Our operations in developing nations expose us to political developments that could have an adverse effect on our business,
liquidity, results of operations, and financial condition. . )

Our international operations include operations in various developing nations. Both current and future foreign operations could
be adversely affected by unfavorable political developments including law changes, tax changes, regulatory restrictions, and
nationalization of ACE operations without compensation. Adverse actions from any one country could have an adverse effect
on our business, liquidity, results of operations, and financial condition depending on the magnitude of the event and ACE's
net financial exposure at that time in that country. ’ '

We may become subject to additional Swiss regulation.

The Swiss Financial Market Supervisory Authority (FINMA) has the discretion to supervise our group activities. Under so-called
“group supervision,” FINMA has the right to supervise the Company on a group-wide basis. In March 2008, we received writ-
ten confirmation from the Federal Office of Private Insurance (FOPI), a FINMA predecessor insurance supervising authority,
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that it does not intend to-subject us to group supervision so long as certain business parameters within Switzerland are not
exceeded. From time to time, we may exceed these parameters. While we cannot assure you that FINMA will not change these
parameters or otherwise begin to exercise group supervision over us, we do not presently foresee becoming subiject to such
group supervision at ACE's current or anticipated business levels in Switzerland. However, the costs and admmlstratlve bur-
dens of such group supervision, should we be subjected to it, could be substantial.

Company Structure

Our ability to pay dividends aind to make payments on‘indebtedness may be constrained by our holding company structure.

ACE Limited is a holding company and does not have any significant operations or assets other than its ownership of the
shares of its operating insurance and reinsurance subsidiaries. Dividends and other permitted distributions from our insurance
subsidiaries are our primary source of funds to meet ongoing cash requirements, including any future debt service payments
and other expenses, and to pay dividends to our shareholders. Some of our insurance subsidiaries are subject to significant
regulatory restrictions limiting their ability to declare and pay dividends. The inability of our insurance subsidiaries to pay divi-
dends in an amount sufficient to enable us to meet our cash requirements at.the holding company levet could have.an adverse
effect-on our operations and our ability to pay dividends to our shareholders and/or meet our debt service obligations.

ACE Limited isa Swiss company; it may be difficult for you to enforce judgments against it or its directors and executive officers.
ACE Limited is incorporated pursuant to the laws of Switzerland. Inaddition, certain of our directors and officers reside outside
the United States and all or a substantial portion of our assets and the assets of such persons are located in jurisdictions out-
side the United States. As such, it may be difficult or impossible to effect service of process within the United States upon
those persons or to recover against us or them on judgments of U.S. courts mcludmg judgments predicated upon CIVIl hablllty
provisions of the U.S. federal securities laws.

ACE has been advised by its Swiss counsel that there is doubt as to Whether the courts in Switzerland would enforce:

» judgments of U.S. courts based upon the civil liability provisions of the U.S. Federal securities laws obtained in actions
against it or its directors and officers, who reside outside the United States; or :
« original actions brought in Switzerland against these persons or ACE predicated solely upon U.S. Federal securities laws.

ACE has aiso been advised by its Swiss counsel that there is no treaty in effect between the United States and Switzerland
providing for this enforcement and there are grounds upon which Swiss courts may not enforce judgments of United States
courts. Some remedies available under the laws of United States jurisdictions, including some remedies available under the
U.S. Federal securities laws, would not be allowed in Swiss courts as contrary to that nation’s public policy.

As a result of the increase in par value of our shares that occurred in connection with our continuation from a Cayman
Islands corporation to a Swiss corporation (Contmuatlon) we have Iess erX|b|Ilty with respect to certain aspects of capital
management than previously.

As of December 31, 2010, our par value is CHF 30.57 per share. Under Swiss law, we generally may not issue regis-
tered shares below their par value. In the event there is a need to raise common equity capital at a time when the trading price
of our registered shares'is below our par value, we will need to obtain approval of our shareholders to decrease the par value
of our registered shares. We cannot assure you that we would be able to obtain such shareholder approval. Furthermore,
obtaining shareholder approval would require filing a preliminary proxy statement with the SEC and convening a meeting of
shareholders which would delay any capital raising plans. Furthermore, any reduction in par vaiue would decrease our ability
to pay dividends as a repayment of share capital which is not subject to Swiss withholding tax. See “Taxation — Shareholders
may be subject to Swiss withholding taxes on the payment of dividends.”

Insurance and Reinsurance Markets

Competition in the insurance and reinsurance markets could reduce our margins.

Insurance and reinsurance markets are highly competitive. We compete on an international and regional basis with major
U.S., Bermuda, European, and other international insurers and reinsurers and with underwriting syndicates, some of which
have greater financial, marketing, and management resources than we do. We also compete with new companies that con-
tinue to be formed to enter the insurance and reinsurance markets. In addition, capital market participants have created
alternative products that are intended to compete with reinsurance products. Increased competition could result in fewer sub-
missions, lower premium rates, and less favorable policy terms and conditions, which could reduce our profit margins and
adversely impact our net income and book value. '
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Insurance and reinsurance markets are historically cyclical, and we expect to experience perlods with excess underwriting
capacity and unfavorable premium rates.

The insurance and reinsurance markets have historically been cyclical, characterized by periods of intense price competrtron
due to excessive underwriting capacity as well as periods when shortages of capacity permitted favorable premium levels. An
increase in premium levels is often offset by an increasing supply of insurance and reinsurance capacity, either by capital pro-
vided by new entrants or by the commitment of additional capitai by existing insurers or reinsurers, which may cause prices to
decrease. Any of these factors could lead to a significant reduction in premium rates, less favorable policy terms, and fewer
submissions for our underwriting services. In addition to these considerations; ‘changes in the frequency and severity of losses
suffered by insureds and insurers may affect the cycles of the insurance and reinsurance markets srgmfrcantly, as could peri-
ods of economic weakness (such as recession).

Charter Documents and Applicable Law

There are provisions in our charter documents that may reduce the voting rights of our Common Shares.

Our Articles of Association generally provide that shareholders have one vote for each Common Share held by them and are
entitled to vote at all meetings of shareholders. However, the voting righits exercisable by a shareholder may be limited so that
certain persons or groups are not deemed to hold 10 percent or more of the voting power conferred by our Common Shares.
Moreover, these provisions could have the effect of reducing the voting power of some shareholders who would not otherwise
be subject to the limitation by virtue of their direct share ownership. Our Board of Directors may refuse to register holders of
shares as shareholders with voting rights based on certain grounds, including if the holder would, directly or indirectly, for-
mally, constructively or beneficially own (as described in Articles 8 and 14 of our Articles of Association) or otherwise control
voting rights with respect to 10 percent or more of the registered share capital recorded in the commercial register. In addition,
the Board of Directors shall reject entry of holders of registered shares as shareholders with voting rights in the share register or
shall decide on their deregistration when the acquirer-or sharéholder upon request does not expressly state that she/he has
acquired or holds the shares in her/his own name and for her/hrs account.

Applicable laws may make it difficult to effect a change of control of our company.
Before a person can acquire control of a U.S. insurance company, prior written approval must be obtained from the-insurance
commissioner of the state where the domestic insurer.is domigiled.: Prior to granting approval of an application to acquire con-
trol of a domestic insurer, the state insurance commissioner will consider such factors-as the financial strength-of the
applicant, the integrity and management of the applicant’s Board of Directors and executive officers, the acquirer’s plans for
the future operations of the domestic insurer, and any anti-competitive results that may arise from the consummation of the .
acquisition of control. Generally, state statutes provide that control over a domestic iinsurer is: presumed to-exist if any person,
directly or indirectly, owns, controls, holds with the power to-vote, or holds proxies representing 10 percent or more of the
voting securities of the domestic insurer. Because a person acquiring 10 percent or more of our Common Shares would
indirectly control the same percentage of the stock of our U.S. insurance subsidiaries, the insurance change of control laws of
various U.S. jurisdictions would likely apply to such a transaction. Laws of other jurisdictions in which. one or more of our
existing subsidiaries are, or a future subsrdrary may be, organlzed or domiciled _may contain srmrlar restnctlons on the acqurs-
ition of control of ACE. ‘

While our Articles of Association limit the voting power of any shareholder to less than 10 percent, we cannot assure you
that the applicable regulatory body would agree that a shareholder who owned 10 percent or more of our Common Shares did
not, because of the limitation on the voting power of such shares, control the applicable insurance subsidiary.

These laws may discourage potential acquisition proposals and may delay, deter, or prevent a change of control of the
Company, including transactrons that some or all of our shareholders might consider to be desrrable

U.S. persons who own our Common Shares may have more difficulty in protecting their |nterests than U.S. persons who are
shareholders of a U.S. corporation.

Swiss corporate law, which applies to us, differs in certain material respects from laws generally applicable to U.S. corpo-
rations and their shareholders. These differences include the manner in which directors must disclose transactions in which
they have an interest, the rights of shareholders to brrng class action and denvatlve lawsuits, and the scope of indemnification
available to directors and officers.
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Anti-takeover provisions in our charter and corporate documents could impede an attempt to replace our directors or to effect a
change of control, which could diminish the value of our Common Shares.

Our Articles of Association contain provisions that may make it more difficult for shareholders to replace directors and could
delay or prevent a change of control that a shareholder might consider favorable. These provisions include a staggered Board
of Directors and voting restrictions. These provisions may prevent a shareholder from receiving the benefit from any premium
over the market price of our Common Shares offered by a bidder in a potential takeover. Even in the absence of an attempt to
effect a change in management or a takeover attempt, these provisions may adversely affect the prevailing market price of our
Common Shares if they are viewed as discouraging takeover attempts in the future.

Shareholder voting requirements under Swiss law may limit the Company’s flexibility with respect to certain aspects of capital
management.

Swiss law allows our shareholders to authorize share capital which can be issued by our Board of Directors without share-
holder approval but this authorization must be renewed by the shareholder every two years. Swiss law also does not provide as
much flexibility in the various terms that can attach to different classes of stock as permitted in other jurisdictions. Swiss law
also reserves for approval by shareholders many corporate actions over which our Board of Directors previously had authority.
For example, dividends must be approved by shareholders. While we do not believe that Swiss law requirements relating to
our capital management will have an adverse effect on the Company, we cannot assure you that situations will not arise where
such flexibility would have provided substantial benefits to our shareholders.

Taxation

Shareholders may be subject to Swiss withholding taxes on the payment of dividends.

Our dividends are generally subject to a Swiss federal withholding tax at a rate of 35 percent. The tax must be withheld from
the gross distribution, and be paid to the Swiss Federal Tax Administration. A U.S. holder that qualifies for benefits under the
Convention between the United States of America and the Swiss Confederation for the Avoidance of Double Taxation with
Respect to Taxes on Income, (U.S.-Swiss Tax Treaty), may apply for a refund of the tax withheld in excess of the 15 percent
treaty rate (or for a full refund in the case of qualifying retirement arrangements). Payment of a dividend in the form of a par
value reduction or qualifying capital contributions reserves reduction is not subject to Swiss withholding tax. We have pre-
viously obtained shareholder approval for dividends to be paid in the form of a reduction of our par value or qualifying capital
contributions reserves and, subject to the requirements of our business and applicable law, we currently intend to continue to
annually recommend to shareholders that they approve the payment of dividends in such form. We estimate we would be able
to pay dividends in the form of a reduction of par value or qualifying capital contributions reserves, and thus exempt from
Swiss withholding tax, for approximately 15-20 years after the Continuation. This range may vary depending upon changes in
annual dividends, special dividends, fluctuations in U.S. dollar/Swiss franc exchange rates, increases/decreases in par value or
qualifying capital contributions reserves, or changes or new interpretations to Swiss tax law or regulations. In addition, we
cannot assure you that our shareholders will approve a reduction in par value or qualifying capital contributions reserves each
year, that we will be able to meet the other legal requirements for a reduction in par vaiue, or that Swiss withholding rules will
not be changed in the future. :

We may become subject to taxes in Bermuda after March 28, 2016, which may have an adverse effect on our results of
operations and your investment.

The Bermuda Minister of Finance, under the Exempted Undertakings Tax Protection Act 1966 of Bermuda, as amended, has
given ACE Limited and its Bermuda insurance subsidiaries a written assurance that if any legislation is enacted in Bermuda
that would impose tax computed on profits or income, or computed on any capital asset, gain, or appreciation, or any tax in
the nature of estate duty or inheritance tax, then the imposition of any such tax would not be applicable to those companies or
any of their respective operations, shares, debentures, or other obligations until March 28, 2016, except insofar as such tax
would apply to persons ordinarily resident in Bermuda or is payable by us in respect of real property owned or leased by us in
Bermuda. Given the limited duration of the Minister of Finance’s assurance, we cannot be certain that we will not be subject to
any Bermuda tax after March 28, 2016.

ACE Limited, our Bermuda-based management and holding company and our non-U.S. subsidiaries may become subject to U.S.
tax, which may have an adverse effect on our results of operations and your investment.

ACE Limited, ACE Group Management & Holdings Ltd. and our non-U.S. subsidiaries, including ACE Bermuda Insurance Ltd.,
and ACE Tempest Reinsurance Ltd., operate in a manner so that none of these companies should be subject to U.S. tax (other
than U.S. excise tax on insurance and reinsurance premium income attributable to insuring or reinsuring U.S. risks and U.S.
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withholding tax on some types of U.S. source investment income), because none of these companies should be treated as
engaged in a trade or business within the United States. However, because there is considerable uncertainty as to the activities
that constitute being engaged in a trade or business within the United States, we cannoct be certain that the Internal Revenue
Service (IRS) will not contend successfully that ACE Limited or-its non-U.S. subsidiaries are engaged in a trade or business in
the United States. If ACE Limited or any of its non-U.S. subsidiaries were considered to be engaged in a trade or business in
the United States, such entity could be subject to U.S. corporate income and branch profits taxes on the portion of its earnings
effectively connected to such U.S. business, in which case our results of operations and your investment could be adversely
affected.

If you acquire 10 percent.or more of ACE Limited’s shares you may be subject to taxation under the “controlled foreign
corporation” (the CFC) rules.

Under certain circumstances, a U.S. person who owns 10 percent or more of the voting power of a foreign corporation that is
a CFC (a foreign corporation in which 10 percent U.S. shareholders own more than 50 percent of the voting power or value of
the stock of a foreign corporation or more than 25 percent of a foreign insurance corporation) for an uninterrupted period of
30 days or more during a taxable year must include in gross income for U.S. federal income tax purposes such “10 percent
U.S. Shareholder’s” pro rata share of the CFC'’s “subpart F income”, even if the subpart F income is not distributed to such 10
percent U.S. Shareholder if such 10 percent U.S. Shareholder owns (directly or indirectly through foreign entities) any of our
shares on the last day of our fiscal year. Subpart F income of a foreign insurance corporation typically includes foreign
personal holding company income (such as interest, dividends, and other types of passive income), as well as insurance and
reinsurance income (including underwntmg and investment mcome) attributable to the insurance of risks situated outside the
CFC's country of incorporation.

We believe that because of the dispersion of our share ownership, provisions in our organizational documents that limit
voting power, and other factors, no U.S. person or U.S. partnership who acquires shares of ACE Limited directly or indirectly
through one or more foreign entities should be required to include our subpart F income in income under the CFC rules of US
tax law. It is possible, however, that the IRS could challenge the effectiveness of these provisions -and that a court could sus-
tain such a challenge, in which case your investment could be adversely affected if you own 10 percent or more of ACE
Limited's stock.

U.S. persons who hold shares may be subject to U.S. federal income taxation at ordinary income tax rates on their proportionate
share of our Related Person Insurance Income (RPII).

If the RPII of any of our non-U.S. insurance subsidiaries (each a “Non-U.S. Insurance Subsidiary”) were to equal or exceed 20
percent of that company’s gross insurance income in-any-taxable year and direct or indirect insureds (and persons related to
those insureds) own directly or indirectly through foreign entities 20 percent or more of the voting power or value of ACE Lim-
ited, then a U.S. person who owns any shares of ACE Limited (directly or indirectly through foreign entities) on the last day of
the taxable year would be required to include in its income for U.S. federal income tax purposes such person's pro rata share
of such company's RPII for the entire taxable year. This amount is determined as'if such RPIl were distributed proportionately
only to U.S. persons at that date regardless of whether such income is distributed. In addition, any RPII that is includible in
the income of a U.S. tax-exempt organization may be treated as unrelated business taxable income. We believe that the gross
RPII of each Non-U.S. Insurance Subsidiary did not in prior years of operation and is not expected in the foreseeable future to
equal or exceed 20 percent of each such company’s gross insurance income. Likewise, we do not expect the direct or indirect
insureds of each Non-U.S. Insurance Subsidiary (and persons related to such insureds) to directly or indirectly own 20 percent
or more of either the voting power or value of our shares. However, we cannot be certain that this will be the case because
some of the factors which determine the extent of RPIl may be beyond our control. If these thresholds are met or exceeded and
if you are an affected U.S. person, your investment could be adversely affected.

U.S. persons who hold shares will be subject to adverse tax consequences if we are considered to be a Passive Foreign
Investment Company (PFIC) for U.S. federal income tax purposes.

If ACE Limited is considered a PFIC for U.S. federal income tax purposes, a U.S. person who owns any shares of ACE Limited
will be subject to adverse tax consequences, including subjecting the investor to a greater tax liability than might otherwise
apply and subjecting the investor to tax on amounts in advance of when tax would otherwise be imposed, in which case your
investment could be adversely affected. In addition, if ACE Limited were considered a PFIC, upon the death of any U.S.
individual owning shares, such individual’s heirs or estate would not be entitied to a “step-up” in the basis of the shares which
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might otherwise be available under U.S. federal income tax laws. We believe that we are not, have not been, and currently do
not expect to become, a PFIC for U.S. federal income tax purposes. We cannot assure you, however, that we will not be
deemed a. PFIC by the IRS. If we were considered a PFIC, it could have adverse tax consequences for an investor that is sub- -
ject to U.S. federal income taxation. There are currently no regulations regarding the application of the PFIC provisions to an
insurance company. New regulations or pronouncements interpreting or clarifying these rules may be forthcoming. We cannot
predict what impact, if any, such guidance would have on an investor that is subject to U.S. federal income taxation.

U.S. tax-exempt organizations who own our shares may recognize unrelated business taxable income.

A U.S. tax-exempt organization may recognize unrelated business taxable income if a portion of our insurance income is allo-
cated to the organization. This generally would be the case if either we are a CFC and the tax-exempt shareholder is a 10
percent U.S. shareholder or there is RPII, certain exceptions do not apply, and the tax-exempt organization, directly or
indirectly through foreign entities, owns any shares of ACE Limited. Although we do not believe that any U.S. persons or U.S.
partnerships should be allocated such insurance income, we cannot be certain that this will be the case. Potential U.S.
tax-exempt investors are advised to consult thelr tax advisors.

The Organization for Economic Cooperation and Development and the European Union are consnderlng measures that might
encourage countries to increase our taxes.

A number of multilateral organizations, including the European Union and the Organization for Economic Cooperation and
Development (OECD) have, in recent years, expressed concern about some countries not participating in adequate tax
information exchange arrangements and have threatened those that do not agree to cooperate with punitive sanctions by
member countries. It is as yet unclear what these sanctions might be, which countries might adopt them, and when or if they
might be imposed. We cannot assure you, however, that the Tax Information Exchange Agreements (TIEAs) that have been or
will be entered into by Switzerland and Bermuda will be sufficient to preciude all of the sanctions described above, which, if
ultimately. adopted, could adversely affect us or our shareholders.

Changes in U.S. federal income tax law could adversely affect an investment in our shares.

Legislation is periodically introduced in the U.S. Congress intended to eliminate some perceived tax advantages of companies
(including insurance companies) that have legal domiciles outside the United States but have certain U.S. connections. For
example, HR 3424 was introduced during the last House (although a companion bill was not introduced in the last Senate)
that would effectively render cross border affiliate reinsurance by foreign-owned U.S. insurance/reinsurance companies
uneconomical regardiess of whether or not it is properly priced under the internationally accepted arms-length standard. If
enacted, such a law could have an adverse impact on us or our shareholders. 1t is possible that other legislative proposals
could emerge in the future that could have an adverse impact on us or our shareholders, including a tax proposal regarding
affiliate reinsurance that was included in the President’s fiscal year 2011 budget proposal.

Item 1B. Unresolved Staff Comments

There are currently no unresolved SEC staff comments regarding our peribdic or current reports.

ltem 2.  Properties

We maintain office facilities around the world including in North America, Europe (including our principal executive offices in
Switzerland), Bermuda, Latin America, Asia, and the Far East. Most of our office facilities are leased, although we own major
facilities in Hamilton, Bermuda and Philadelphia, U.S. Management considers its office facilities suitable and adequate for the
current level of operations.

Item 3.  Legal Proceedings

Our insurance subsidiaries are subject to claims litigation. involving disputed interpretations of policy coverages and, in some
jurisdictions, direct actions by allegedly-injured persons seeking damages from policyholders. These lawsuits, involving claims
on policies issued hy our subsidiaries which are typical to the insurance industry in general and in the normal course of busi-
ness, are considered in our loss and loss expense reserves which are discussed in the P&C loss reserves discussion. In
addition to claims litigation, we and our subsidiaries are subject to lawsuits and regulatory actions in the normal course of
business that do not arise from or directly relate to claims on insurance policies. This category of business litigation typically
involves, among other things, allegations of underwriting errors or misconduct, employment claims, regulatory activity, or
disputes arising from our business ventures.

30



While the outcomes of the business litigation involving us cannot be predicted with certainty at this point, we are disput-
ing and will continue to dispute allegations against us that are without merit and believe that the ultimate outcomes of the
matters in this category.of business litigation will not have a material adverse effect on our financial condition, future operating
results, or liquidity, although an adverse resolution of a number of these items could have a material adverse effect on our
results of operations in a particular quarter or fiscal year.

More information relating to legal proceedings is set forth in Note 10 f).to the Consolldated Financial Statements under
ltem 8, which is hereby incorporated herein by reference.

Executive Officers of the Company
The table below sets forth the names, ages, pesitions, and business experience of the Executive Officers of the Company.

Name \ p Age Position .

Evan G. Greenberg : 56 Chairman, President, Chief Executive Officer,.and Director
Brian E. Dowd . . _ ' . .. 48 Vice Chairman; Chairman, Insurance — North America
John W. Keogh 46 Vice Chawmaﬁ Chairman, ACE Overseas General

Philip V. Bancroft v 51 Chief Financial Officer ,

Robert F. Cusumano ' ' ‘54 General Counsel and Secretary

Paul B. Medini 53 Chief Accounting Officer

Evan G. Greenberg has been a director of ACE since August 2002. -Mr. Greenberg was elected Chairman of the Board of Direc-
tors in May 2007. Mr. Greenberg became a director of the Coca-Cola Company in February 2011. Mr. Greenberg was ,
appointed to the position of President and Chief Executive Officer of ACE in May 2004, and.in June 2003, was appointed
President and Chief Operating Officer of ACE. Mr. Greenberg was appointed to the position of Chief Executive Officer of ACE
Overseas General in April 2002. He joined ACE as Vice Chairman, ACE Limited, and Chief Executive Officer of ACE Tempest
Re in November 2001. Prior to joining ACE, Mr. Greenberg was most recently President and Chief Operating Officer of Ameri-
can International Group (AIG), a position he held from-1997 until 2000.

Brian E. Dowd was appointed Vice Chairman of ACE Limited and ACE Group Holdings in May 2009. Mr. Dowd was -
appointed. Chairman of Insurance — North America in May 2006. In January 2005, Mr. Dowd was named Chairman and
ChiefExecutive Officer of ACE USA, Chairman of ACE Westchester and President of ACE INA Holdings Inc. From 2002 until
2005, Mr. Dowd was President and Chief Executive Ofﬂcer of ACE Westchester. In January 2004, he was elected to the posi-
tion of Office of the Chairman of ACE INA Holdings Inc. = a position which Mr. Dowd currently holds along with that of ‘
President. Mr. Dowd served as Executive Vice President, ACE USA Property DIVISIOn from 1999 through 2001 when he was
appointed President, ACE Specialty P&C Group. Mr. Dowd joined ACE in 1995.

John W Keogh ‘was appointed Vice Chairman of ACE Limited and ACE Group Holdings in August 2010. Mr. Keogh -
joined ACE as Chairman of ACE Overseas General in April 2006. Prior to joining ACE, Mr. Keogh served as Senior Vice Presi-
dent, Domestic General Insurance of AIG, and President and Chief Executive Officer of National Union Fire Insurance
Company, AlG's member company that specializes in D&O0 and fiduciary liability coverages. Mr. Keogh joined AlG in 1986,
and he had served in a number of senior positions there including as Executive Vice President of AlG's Domestic Brokerage
Group, and as President and Chief Operating Officer of AlG’s Lexington Insurance Company unit.

Philip V. Bancroft was appointed Chief Financial Officer of ACE in January 2002. For nearly twenty years, Mr. Bancroft
worked for PricewaterhouseCoopers LLP. Prior to joining ACE, he served as partner-in-charge of the New York Regional
Insurance Practice. Mr. Bancroft had been a partner with PricewaterhouseCoopers LLP for 10 years.

* Robert F. Cusumario was appointed General Counsel and Secretary of ACE in March 2005. Mr. Cusumano joined ACE
from the international law firm of Debevoise & Plimpton LLP, where he was a partner and a member of the firm's Litigation
Department from 2003 to 2005. From 1990 to 2003, Mr. Cusumano was a partner with the law firm of Simpson Thacher
and Bartlett. ’ ‘

Paul B. Medini was appointed Chief Accounting Officer of ACE in October 2003. For twenty-two years, Mr. Medini
worked for PricewaterhouseCoopers LLP. Prior to joining ACE, he served as a partner in their insurance industry practice.

ltem4. (Removed and Reserved)
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PART 1l

Item 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

(a) Our Common Shares (previous to the Continuation, known as Ordinary Shares), with a current par value of CHF 30.57 per
share, have been listed on the New York Stock Exchange since March 25, 1993. '

The following table sets forth the high and low closing sales prices of our Common Shares per fiscal quarter, as reported
on the New York Stock Exchange Composite Tape for the periods indicated: :

2010 2009
High Low High Low
Quarter ending March 31 $ 5288 $ 4750 $ 5303 $  31.84
Quarter ending June 30 $ 5389 $ 4843 $ 4751 §$ 40.82.
Quarter ending September 30 $ 5880 $ 508 $ 5346 $ 4176
Quarter ending December 31 $ 6237 $ 5810 $ 5514 $ 4818

The last reported sale price of the Common Shares on the New York Stock Exchange Composite Tape on February 22, 2011
was $64.84.

(b)-The approximate number of record holders of Common Shares as of February 22, 2011 was 3,919.

(c) We have paid dividends each quarter since we became a public company in 1993. Since the third quarter of 2008, we
have paid dividends by way of par value reduction distributions. The following table represents dividends paid per Common
Share to shareholders of record on each of the following dates:

Shareholders of Record as of: Shareholders of Record as of:

March 31, 2010 $0.31 (CHF 0.33) March 31, 2009 $0.26 (CHF 0.30)
July 27, 2010 $0.33 (CHF 0.34) July 28, 2009 $0.31 (CHF 0.33)
October 1, 2010 $0.33 (CHF 0.32)  October 1, 2009 $0.31 (CHF 0.31)

December 16, 2010 $0.33 (CHF 0.32)  December 17, 2009 $0.31 (CHF 0.32)

ACE Limited is a holding company whose principal source of income is investment income and dividends from its operating
subsidiaries. The ability of the operating subsidiaries to pay dividends to us and our ability to pay dividends to our share-
holders are each subject to legal and regulatory restrictions. The declaration and payment of future dividends will be at the
discretion of the Board of Directors and will be dependent upon the profits and financial requirements of ACE and other fac-
tors, including legal restrictions on the payment of dividends and such other factors as the Board of Directors deems relevant.
Refer to Item 1A and Item 7.

(d) The following table provides information with respect to purchases by the Company of its Common Shares during the three
months ended December 31, 2010:

Issuer’s Purchases of Equity Securities

Total Number  Approximate Dollar

of Shares Value of Shares
Total Number  Average Price Purchased as that May Yet
of Shares Paid per Part of Publicly be Purchased

Period Purchased* Share  Announced Plan** Under the Plan**

October 1 through October 31 3,"833‘75 $5816 o
November 1 through November 30 2,203 $60.54
December 1 through December 31 4927928 $6147
Total '4,9'33;964 G ..

* This column primarily represents open market share repurchases made in December 2010. Other activity during the three months ended December 31, 2010, is related
to the surrender to the Company of Common Shares to satisfy tax withholding obligations in connection with the vesting of restricted stock issued to employees.

** In November 2010, the Company’s Board of Directors authorized the repurchase of up to $600 million of ACE's Common Shares through 2012.
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(e) Set forth below is a line graph comparing the dollar change in the cumulative total shareholder return on the Company’s
Common Shares from December 31, 2005, through December 31, 2010, as compared to the cumulative fotal return of the

Standard & Poor’s 500 Stock Index and the cumulative total return of the Standard & Poor's Property-Casualty Insurance

Index. The chart depicts the value on December 31, 2006, 2007, 2008, 2009, and 2010, of a $100 investment made on
December 31 2005, with all dividends reinvested.
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ltem 6. Selected Financial Data

The following table sets forth selected consolidated financial data of the Company as of and for the years ended December 31,
2010, 2009, 2008, 2007, and 2006. These selected financial and other data should be read in conjunction with the Con-
solidated Financial Statements and related notes, under Item 8, and with Item 7. “Management’s Discussion and Analysis of
Financial Condition and Results of Operations”. ’

(in millions of U.S. dollars, except for share data and

percentages) 2010 2009 2008 2007 2006
Operations data:‘ s f SRR 1
Net premiums earned $ 13,504 .$ 13,240 $ 13203 $ 12,297 $ 11,825
Net investment income 72,070 2,031 = 2,062 1,918 1,601
Net realized gains (losses): . o a P, o i
Net OTTI losses recognized in income (B9, 397) - (1,064)" (141) (214)
Net realized gains (losses) excluding OTTI losses <491 201 (569) 80 116
Total net realized gains (losses) 432 (196) (1,633) z (61) (98)
Losses and loss expenses . 7,579 7,422 7,603 - 7,351 7,070
Policy benefits : 7357 325 399 , 168 123
Policy acquisition costs and administrative . :

expenses : ) W 4,195 3,941 - 3,872 - 113,226 3,171
Interest expense : 224 225 230 : 175 176
Other (income) expense ; (16) 85 (39) ; 81 (35)
Income tax expense 559 528 370 575 522
Income before cumulative effect 3,108 2,549 1,197 ¢ 2,578 2,301
Cumulative effect of change in accounting e e s

principles (net of income tax) ot o em AT u T ' - 4
Net income . 3,08 2,549 1,197 2,578, .. .2,305

Dividends on Preferred Shares (24). , 45). ... -, (45)

Net income available to holders of Common

Shares $....3108 ¢  .2549 $. = 1,173 $ $ 2,260
Diluted earnings per share before cumulative

effect of a change in accounting principle  $ 9.11 $ 7.55 % 3.50 % 763 % 6.87
Diluted earnings per sharetl) $ 9.11 % 755 $ 350 $ 763 $ 6.88
Balance sheet data (at end of period):
Total investments $ 51,407 $ 46,515 $ 39,715 $ 41,779 $ 36,601
Cash 772 669 867 510 565
Total assets 83,355 77,980 72,057 72,090 67,135
Net unpaid losses and loss expenses 25,242 25,038 24,241 23,592 22,008
Net future policy benefits 2,825 2,710 2,645 537 508
Long-term debt 3,358 3,158 2,806 1,811 1,560
Trust preferred securities 309 309 309 309 309
Total liabilities 60,381 58,313 57,611 55,413 52,857
Shareholders’ equity 22,974 19,667 14,446 16,677 14,278
Book value per share $ 68.59 $ 58.44 $ 43.30° % 48.89 §$ 42.03
Selected data
Loss and loss expense ratio®@ 59.2% 58.8% 60.6% 61.6% 61.2%
Underwriting and administrative expense ratio® 31.0% 29.5% 29.0% 26.3% 26.9%
Combined ratio® 90.2% 88.3% 89.6% 87.9% 88.1%
Net loss reserves to capital and surplus ratio® 122.2% 141.1% 186.1% 144.7% 157.7%
Weighted-average shares outstanding — diluted 341,246,387 337,539,294 334,606,237 331,989,064 328,617,569
Cash dividends per share $ 130 % 1.19 $ 109 $ 1.06 $ 0.98

@ Diluted eamings per share is calculated by dividing net income available to holders of Common Shares by weighted-average shares outstanding — diluted.

@The loss and loss expense ratio is calculated by dividing the losses and loss expenses by net premiums earned excluding the Life segment premiums. Net premiums
earned for the Life segment were $1.5 billion, $1.4 billion, $1.2 billion, $368 million, and $274 million, for the years ended December 31, 2010, 2009, 2008, 2007,
and 2006, respectively.

3 The underwriting and administrative expense ratio is calculated by dividing the policy acquisition costs and administrative expenses by net premiums earned, excluding
the Life segment.

@ The combined ratio is the sum of the loss and loss expense ratio and the underwriting and administrative expense ratio.

® The net loss reserves to capital and surplus ratio is calculated by dividing the sum of the net unpaid losses and loss expenses and net future policy benefits for life and
annuity contracts by shareholders’ equity.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following is a discussion of our results of operations, financial condition, and liquidity and capital resources-as of and for
the year ended December 31, 2010. This discussion should be read in conjunc’aon with the Consolldated Financial State-
ments and related notes, under item 8 of this Form 10-K. : :

Overview

ACE Limited is the Swiss-incorporated holding company of the ACE Group of Companies. ACE opened its business office in
Bermuda in 1985 and continues to maintain operations in Bermuda. ACE Limited, which is headquartered in Zurich,
Switzerland, and its direct and indirect subsidiaries (collectrvely, the ACE Group of Companies, ACE, the Company, we, us, or
our) are a global insurance and reinsurance organization, serving the needs of commercial and individual customers in more
than 170 countries. We serve the P&C insurance and reinsurance needs of businesses of all sizes in a broad range of
industries. We also provide specialized insurance products —~ such as personal accident, supplemental health, and life
insurance to individuals in select countries. At December 31, 2010, ACE had total assets of $83 hillion and shareholders
equity of $23 billion.

Our product and geographic diversification differentiates us from the vast majority of our cOmpetitors and has been a
source of stability during periods of industry volatility. Our long-term business strategy focuses on sustained growth in book
value achieved through a combination of underwriting and investment income. By doing so, we provide value to our clients
and shareholders through the utilization of our substantial capital base in the insurance and reinsurance markets.

We are organized along a profit center structure by line of business and territory that does not necessatily correspond to
corporate legal entities. Profit centers can access various legal entities, subject to licensing and other regulatory rules. Profit
centers are expected to generate underwriting income and appropriate risk-adjusted returns. This corporate structure has facili-
tated the development of management talent by giving each profit center's senior management team the necessary autonomy
within underwriting authorities to make operating decisions and create products and coverages needed by its target customer
base. We are an underwriting organization and senior management is focused on delivering underwriting profit. We strive to
achieve underwriting income by only writing policies which we believe adequately compensate us for the risk we accept.’

Our insurance and reinsurance operations generate gross revenues from two principal sources: premiums and investment
income. Cash flow is generated from premiums collected and investment income received less paid losses and loss expenses,
policy acquisition costs, and administrative expenses. Invested assets are substantially held in liquid, investment grade fixed
income securities of-refatively short duration. Claims payments in any short-term period are highly unpredictable due to the
random nature of loss events and the timing of claims awards or settlements. The value of investments held to pay future
claims is subject to market forces such as the level of interest rates, stock market volatility, and credit events such as corporate
defaults. The actual cost of claims:is also volatile based on loss trends, inflation rates, court awards, and catastrophes. We
believe that our cash balance, our highly liquid investments, credit facilities, and reinsurance protection provide sufficient lig- *
uidity to meet unforeseen claim demands that might occur in the year ahead. Refer to “Liquidity and Capital Resources”.”

Acquisitions ‘ ‘

On December 28, 2010, we acquired all of the outstanding common stock of Ram and Hail Insurance Service, Inc. (Rain and
Hail) not previously owned by us for approximately $1.1 billion in cash. Prior to this transaction, ACE owned approximately 20
percent of the outstanding common stock of Rain and Hail. Headquartered in Johnston, lowa, Rain and Hail has served Amer-
ica’s farmers since 1919, providing comprehensive multiple peril crop and crop/hail insurance protection to customers in the
U.S. and Canada. We intend to operate Rain and Hail as a unit of our ACE Westchester division in the Insurance North Amen—
can segment. P : oo

On December 1, 2010, we acquired 100 percent of Jerneh Insurance Berhad, a general insurance company in I\flaiay3|a
that had been maJonty owned by Jerneh Asia Berhad, an investment holding company listed on Bursa Malaysra Secuntles "
Berhad. The acquisition price was approximately $218 million in cash.

On October 26, 2010, we announced that we had signed a definitive purchase agreement (the purchase ‘agreement) to
acquire New York Life's Hong Kong and Korea life insurance operations for approximately $425 million in-cash. The purchase
agreement with New York Life was amended to allow for separate closings for the Hong Kong and Korea operations. On
February 1, 2011, we acquired New York Life's Korea operations for approxmately $75 million in cash. The Hong Kong por-
tion of the transaction is currently expected to close -early in 2011
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Market Conditions : ‘

We are observing typical soft market behavior as prices are continuing to decrease worldwide, along with increased com-
petitive terms and conditions. Globally, the second half of 2010 was more competitive than the first half and relative to the -
rest of the world, the soft market conditions are more pronounced in the U.S., Bermuda and the London wholesale markets.

As a result of adherence to our strict underwriting standards, new business writings for North American retait commercial
P&C decreased significantly in 2010, compared with 2009. We are writing less new business and maintaining our renewals.
Retentions were up particularly in those lines of business where more than price mattered.

New business premiums in our international retail P&C business increased in 2010, compared with 2009, driven largely
by Asia and Latin America. New business writings decreased in our London wholesale business. Our aviation business, in
particular, shrank significantly due to competitive conditions.

Our Global Reinsurance segment continues to experience competitive conditions, reporting premium declines during the
January 1 renewal period on property catastrophe and property-per-risk business, while growth in international casualty was
offset by reduced U.S. casualty.

A&H premium increased modestly worldwide, with our international A&H business experiencing growth driven by Asia
and Latin America, partially offset by decreases in our Combined Insurance business. We believe our international A&H busi-
ness will continue to improve through 2011. We expect our Combined Insurance premiums to continue to decrease through
2011, given that our business is primarily concentrated in regions still emerging from recession — the United States and West-
ern Europe. Additionally, Combined’s business in the U.K. and Ireland has been impacted by changes in regulatory
environment as regulators in these two countries have adopted a new stance regarding sales practices. This new stance has
resulted in a need for us to re-train our agents and re-engineer our processes. We put these two operations on a sales mor-
atorium while we address these issues. Ireland is back in operation and in the U.K., the moratorium is continuing.

Critical Accounting Estimates
Our Consolidated Financial Statements include amounts that, either by their nature or due to requirements of accounting princi-
ples generally accepted in the U.S. (GAAP), are determined using best estimates and assumptions. While we believe that the
amounts included in our Consolidated Financial Statements reflect our best judgment, actual amounts could ultimately materi-
ally differ from those currently presented. We believe the items that require the most subjective and complex estimates are:
* unpaid loss and loss expense reserves, including long-tail asbestos and environmental (A&E) reserves;
* future policy benefits reserves;
« the valuation of value of business acquired (VOBA) and amortization of deferred policy acquisition costs and VOBA;
* the assessment of risk transfer for certain structured insurance and reinsurance contracts;
* reinsurance recoverable, including a provision for uncoliectible reinsurance;
* the valuation of our investment portfolic and assessment of other-than-temporary impairments (OTTI);
* the valuation of deferred tax assets;
» the valuation of derivative instruments related to guaranteed living benefits (GLB); and
* the valuation of goodwill.

We believe our accounting policies for these items are of critical importance to our Consolidated Financial Statements.
The following discussion provides more information regarding the estimates and assumptions required to arrive at these
amounts and should be read in conjunction with the sections entitled: Prior Period Development, Asbestos and Environmental
and Other Run-off Liabilities, Reinsurance Recoverable on Ceded Reinsurance, Investments, Net Realized Gains (Losses), and
Other Income and Expense ltems.

Unpaid losses and loss expenses

Overview and key data

As an insurance and reinsurance company, we are required by applicable laws and regulations and GAAP to establish loss
and loss expense reserves for the estimated unpaid portion of the ultimate liability for losses and loss expenses under the terms
of our policies and agreements with our insured and reinsured customers. The estimate of the liabilities includes provisions for
claims that have been reported but are unpaid at the balance sheet date (case reserves) and for obligations on claims that
have been incurred but not reported (IBNR) at the balance sheet date (IBNR may also include a provision for additional devel-
opment on reported claims in instances where the case reserve is viewed to be potentially insufficient). Loss reserves also
include an estimate of expenses associated with processing and settling unpaid claims (loss expenses). At December 31,
2010, our gross unpaid loss and loss expense reserves were $37.4 billion and our net unpaid loss and loss expense reserves
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were $25.2 billion. With the exception of certain structured settlements, for which the timing and amount of future claim
payments are reliably determinable, our loss reserves are not discounted for the time value of money. In connection with such
structured settlements, we carry net discounted reserves of $69 million.

The table below presents a roli-forward of our unpaid losses and loss expenses for the years ended December 31, 2010
and 2009.

2010 2009
Reinsurance Reinsurance
(in millions of U.S. dollars) Gross Losses  Recoverablet) Net Losses  Gross Losses Recoverablet Net Losses
Balance, beginning of year $ 37,783 $ 12,745 $ 25,038 $ 37,176 $ 1 $ ./24,24'1.5
Losses and loss expenses incurred 3276 7579 11,141 422
Losses and loss expenses paid (3,866)  (7,413) (6,948)
Other (including foreign exchange translation) L6 (107) 323
Losses and loss expenses acquired o 12) 145 e o R
Balance, end of year 91 § 12,149 § 25242 $ 37,783 $ 12,745 $ 25038

) Net of provision for uncollectible reinsurance

The process of establishing loss reserves for property and casualty claims can be complex and is subject to considerable
uncertainty as it requires the use of informed estimates and judgments based on circumstances known at the date of accrual.
The following table shows our total reserves (including loss expense reserves) segregated between case reserves and

IBNR reserves at December 31, 2010 and 2009.

) , 2010 2009
(in millions of U.S. dollars) Gross Ceded Net Gross Ceded Net
$14 $ 5951 $10,948 $17,307 $ 6,664 $10,643
6,198 14,294 20476 6,08
| $12,149 $25242 $37,783 §

Case reserves
IBNR reserves

Totai
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The following table segregates loss reserves at December 31, 2010 and 2009, by three broad line of business groupings:
property and all other, casualty, and personal accident (A&H). In the table, loss expenses are defined to include unallocated
and allocated loss adjustment expenses. For certain lines, in particular ACE International and ACE Bermuda products, loss
adjustment expenses are partially included in IBNR and partially included in loss eXpenses.

2010 2009

(in millions of U.S. dollars) . Gross Ceded Net Gross Ceded Net
Property and all other i I
Case reserves ‘ $2871 $ 1325 $ 1,546 $ 3,149 $ 1,600 $ 1,549

Loss expenses 234 62 172 260 81 179

IBNR reserves _ ’ ‘ 2053 ~ 814 1239 2028 815 1,213
Subtotal 5158 2201 2,957 . 5437 2,496 2,941
Casualty aEE P G B -
~ Case reserves v . 9,203 2,700 6,503 9,506 3,177 . 6,329
Loss expenses - v Q3G w1733 0+ 2,301 BT T3 I o & %4

IBNR reserves 17,704 5,132 12,572 17,777 12,667
Subtotal V 30,941 9,565 21,376 31,056 . 9,948 21,108

Case reserves - 025300 1310 e 399 « 444

Loss expenses 27 w27 ¢ 30
IBNR reserves 735 252 483 515
Subtotal _ 1,292 383 909 1,290 ... 301, ..,.989

Total ST 4 ﬂ T
Case reserves 12,604 4,156 8,448 13,243 4921 . 8322

Loss expenses 4,295 1,795 2,500 4:064 1743 2,321
IBNR reserves 020,492 . 6,198 14,294 20476 . 6,081 14,395

Total $37,391 $12,149 $25,242 $37,783 $12,745 $25,038

The judgments used to estimate unpaid loss and loss expense reserves require different considerations depending upon the
individual circumstances underlying the insured loss. For example, the reserves established for high excess casualty claims,
A&E claims, claims from major catastrophic events, or the IBNR for our various product lines each require different assump-
tions and judgments to be made. Necessary judgments are based on numerous factors and may be revised as additional
experience and other data become available and are reviewed, as new or improved methods are developed, or as laws change.
Hence, ultimate loss payments may differ from the estimate of the ultimate liabilities made at the balance sheet date. Changes
to our previous estimates of prior period loss reserves impact the reported calendar year underwriting results by worsening our
reported results if the prior year reserves prove to be deficient, or improving our reported results if the prior year reserves prove
to be redundant. The potential for variation in loss reserves is impacted by numerous factors, which we discuss below.

We establish loss and loss expense reserves for our liabilities from claims for all of the insurance and reinsurance busi-
ness that we write. For those claims reported by insureds or ceding companies to us prior to the balance sheet date, and
where we have sufficient information, our claims personnel establish case reserves as appropriate based on the circumstances
of the claim(s), standard claim handling practices, and professional judgment. In respect of those claims that have been
incurred but not reported prior to the balance sheet date, there is, by definition, limited actual information to form the case
reserve estimate and reliance is placed upon historical loss experience and actuarial methods to project the ultimate loss
obligations and the corresponding amount of IBNR. Furthermore, for our assumed reinsurance operation, Global Reinsurance,
an additional case reserve may be established above the amount notified by the ceding company if the notified case reserve is
judged to be insufficient by Global Reinsurance’s claims department (refer to “Assumed reinsurance” below).

We have actuarial staff within each of our operating segments who analyze loss reserves and regularly project estimates of
ultimate losses and the required IBNR reserve. IBNR reserve estimates are generally calculated by first projecting the ultimate
amount of expected claims for a product line and subtracting paid losses and case reserves for reported claims. The judgments
involved in projecting the ultimate losses may include the use and interpretation of various standard actuarial reserving
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methods that place reliance on the extrapolation of actual historical data, loss development patterns, and industry data as
appropriate. The estimate of the IBNR reserve also requires judgment by actuaries and management to reflect the impact of
more contemporary and subjective factors; both qualitative and quantitative. Among some of these factors that might be
considered are changes.in business mix or volume, changes in ceded reinsurance structures, reported and projected loss
trends, inflation, the legal environment, and the terms and conditions of the contracts sold to our insured parties.

Typically; for-each product line, one or more standard actuarial reserving methods may be used to estimate ultimate .
losses and loss expenses, and from these estimates, a single actuarial central estimate is selected. Exceptions to the use of
standard actuarial projection. methods occur for individual claims of significance that require complex legal, claims, and actua-
rial analysis and judgment (for example, A&E account projections or high excess casualty accounts in litigation) or product
lines where the nature of the:claims experience and/or availability of the data prevent application of such methods. In addition,
claims arising from catastrophic events require evaluations that do not utilize standard actuarial loss projection methods but
are based upon our exposure at the time of the event and the circumstances of the catastrophe and its post-event impact.

Standard actuarial reserving methods

The standard actuarial reserving methods may include, but are not fimited to, paid and reported loss development, expected
loss ratio, and Bornhuetter-Ferguson methods. A general description of these methods is provided below. In the subsequent
discussion on short- and long-tail business, reference is also made, where appropriate, to how consideration in method
selection impacted 2010 results. In addition to these standard methods, we may use other recognized actuarial methods and
approaches depending upon the product line characteristics and avaitable data. To ensure that the projections of future loss
emergence based on historical loss development patterns are representative of the underlying business, the historical loss and
premium data is requwed to be of sufficient homogeneity and credibility. For example, to improve data homogeneity, we may
subdivide product line data further by similar risk attribute (e.g., geography, coverage such as property versus liability
exposure, or origin year), project losses for these homogenous groups and then combine these results to provide the overall
product line estimate. The premium and loss data are aggregated by origin year (e.g., the year in which the losses were
incurred = “accident year” or “report year”, for example) and annual or quarterly development periods. Implicit in the standard
actuarial methods that we generally utilize is the need for two fundamental assumptions: first, the pattern by which losses are
expected to emerge over time for each origin year and second, the expected loss ratio for each origin year (i.e., accident,
report, or underwriting).

The expected loss ratio for any particular origin year is selected after consideration of a number of factors, including histor-
ical loss ratios adjusted for intervening rate changes, premium and loss trends, industry benchmarks, the results of policy level
loss modeling at the time of underwriting, and other more subjective considerations for the product line and external environ-
ment as noted above. The expected loss ratio for a given origin year is initially established at the start of the origin year as part
of the planning process. This anaIyS|s is performed in conjunction with underwriters and management. The expected loss ratio
method arrives at an ultimate loss estimate by multlplymg the expected ultimate loss ratio by the corresponding premium base.
This method is most commonly used as the basis for the actuarial central estimate for immature origin periods on product lines
where the actual paid or reported loss experience is not yet deemed sufficiently credible to warrant consideration in the
selection of ultimate losses. The expected loss ratio for a given origin year may be modified over t|me if the underlymg assump-
tions such as loss trend or premium rate changes differ from the original assumptions.

Our selected paid and reported development patterns provide a benchmark against which the actual emerging loss experi-
ence can be monitored. Where possible, development patterns are selected based on historical loss emergence by origin year
with appropriate allowance for changes in business mix, claims handling process, or ceded reinsurance that are likely to lead
to a discernible difference between the rate of historical and future loss emergence. For product tines where the historical data
is viewed to have low statistical credibility, the selected development patterns also reflect relevant industry benchmarks and/or
experience from similar product lines written elsewhere within ACE. This most commonly occurs for relatively new product
lines that have limited historical data or for high severity/low frequency portfolios where our historical experience exhibits con-
siderable volatility and/or lacks credibility. The paid and reported loss development methods convert the selected loss
emergence pattern to a set of multiplicative factors which are then applied to actual paid or reported losses to arrive at an
estimate of ultimate losses for each period. Due to their multiplicative nature, the paid and reported foss development methods
magnify differences between actual and expected loss emergence. These methods tend to be utilized for more mature origin
periods and for those portfolios where the loss emergence has been relatively consistent over time.

The Bornhuetter-Ferguson method is essentially a combination of the expected loss ratio method and the loss develop-
ment method, under which the loss development method is given more weight as the origin year matures. This approach
allows a fogical transition between the expected loss ratio method which is generally utilized at earlier maturities and the loss
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development methods which are typically utilized at latter maturities. We usually apply this method using reported loss data
although paid data may be used. : :

The applicability of actuarial methods will also be impacted by the attachment point of the pollcy or contract with the
insured or ceding company. In the case of low attachment points. typical of primary or working layer reinsurance, the experi-
ence tends to be more frequency driven. For these product types, standard actuarial methods generally work well in
determining loss reserve levels, as the loss experience is often credible, given a sufficient history and volume of claims experi-
ence. In the case of high attachment points typical of excess insurance or excess of loss reinsurance, the experience tends to
be severity driven, as only a loss. of significant size will enter the layer. For structured or unique contracts, most common to the
financial solutions business (which we have considerably curtailed) and, to a lesser extent, our.reinsurance: business, :we typi-
cally supplement the standard actuarial methods with an analysis of each contract's terms, original pricing information,
subsequent internal and external analyses of the ongoing contracts, market exposures and history, and qualitative input from
claims managers. :

Determining management’s best estimate

Our recorded reserves represent management’s best estimate of the provision for unpaid clalms as of the balance sheet date.
We perform an actuarial reserve, review for each product line at least once a year. At the conclusion of each review, we estab-
lish an actuarial central estimate. The process to select the actuarial central estimate, when more than one estimate is
available, may differ across product lines. For example, an actuary may base the central estimate on loss projections devel-
oped using an incurred loss development approach instead of a paid loss development approach when reported losses are
viewed to be a more credible indication of the ultimate loss compared with paid losses. The availability of estimates by differ-
ent projection techniques will depend upon the product line, the underwriting circumstances, and the maturity of the loss
emergence. For a well-established product line with sufficient volume and history, the actuarial central estimate may be drawn
from a weighting of paid and reported loss development and/or Bornhuetter-Ferguson methods. However, for a new long-tail
product line for which we have limited data and experience or a rapidly growing line, the emerging loss experience may not .
have sufficient credibility to allow selection of loss development or. Bornhuetter-Ferguson methods and reliance may be placed
upon the expected loss ratio method until the experience matures and becomes credible.

Management's best estimate is developed from the actuarial central estimate aﬁer collaboration with actuarial, under—
writing, claims, legal, and finance departments and culminates with the input of reserve committees. Each business unit
reserve committee includes the participation of the relevant parties from actuarial, finance, claims, and unit senior manage-
ment and has the responsibility for finalizing and approving the estimate to be used as management’s best estimate. Reserves
are further reviewed by ACE Limited’s Chief Actuary and senior management. The objective of such a process is to determine a
single estimate that we believe represents a better estimate than any other. Such an estimate is viewed by management to be
the best estimate of ultimate loss settlements and is determined based on several factors including, but not fimited to:

* segmentation of data to provide sufficient homogeneity and credibility for loss projection methods;
* extent of internal historical loss data, and industry information where required;

* historical variability of actual loss emergence compared with expected loss emergence;

* perceived credibility of emerged loss experience; and '

* nature and extent of underlying assumptions.

Management does not build in any specific provision for uncertamty

We do not calculate ranges of loss reserve estimates for our individual loss reserve studies. Such ranges are generally not
a true reflection of the potential difference between loss reserves estimated at the balance sheet date and the ultimate settle-
ment value of losses. This is due to the fact that an actuarial range is developed based on known events as of the valuation
date whereas actual prior period development reported in subsequent consolidated financial statements relates in part to
events and circumstances that were unknown as of the original valuation date. While we believe that our recorded reserves are
reasonable and represent management’s best estimate for each product line as of the current valuation date, future changes to
our view of the ultimate liabilities are possible. A five percent change in our net loss reserves equates to $1.3 billion and
represents six percent of shareholders’ equity at December 31, 2010. Historically, including A&E reserve charges, our
reserves, at times, have developed in excess of 10 percent of recorded amounts. Refer to “Analysis of Losses and Loss
Expense Development”, under item 1, for a summary of historical volatility between estimated loss reserves and ultimate loss
settlements. ,

We perform internal loss reserve studies for all product lines at least once a year; the timing of such studies varies through-
out the year. Additionally, each quarter for most product lines, we review the emergence of actual losses relative to
expectations. If warranted from findings in loss emergence tests, we may alter the timing of our product line reserve studies.
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Finally, loss reserve studies are performed annually by external third-parties and the findings are used to test the reasonability
of our internal findings.

The time period between the date of loss occurrence and the final payment date of the ensuing claim(s) is referred to as
the “claim-tail”. The following is a discussion of specific reserving considerations for both short-tail and long-tail product lines.
In this section, we reference the nature of recent prior period development to give a high-level understanding of how these
considerations translate through the reserving process into financial decisions. Refer to “Consolidated Operating Results” for
more information on prior period development.

Short-tail and long-tail business

Short-tail business

Short-tail business generally describes product lines for which- losses are typically known and paid shor’tly after the loss
actually occurs. This would include, for example, most property, personal accident, aviation hull, and automobile physical
damage policies that are written by ACE. There are some exceptions on certain product lines or events.(e.g., major hurricanes)
where the event has occurred, but the final settlement amount is highly uncertain and not known with certainty for a poten-
tially lengthy period. Due to the short reporting and development pattern for these product lines, the uncertainty associated
with our estimate of ultimate losses for any particular accident period diminishes relatively quickly as actual loss experience
emerges. We typically assign credibility to methods that incorporate actual loss emergence, such as the paid and reported loss
development and Bornhuetter-Ferguson methods, sooner than would be the case for long-tail lines at a similar stage of
development for a given origin year. The reserving process. for short-tail losses arising from catastrophic events typically
involves an assessment by the claims department, in conjunction with underwriters and actuaries, of our exposure and esti-
mated losses immediately following an event and then subsequent revisions of the estimated losses as our insureds provide
updated actual loss information.

For the 2010 origin year, the short-tail line loss reserves were typlcally established for the non-catastrophe exposures
using a combination of the expected loss ratio method and methods that incorporate actual loss emergence. As the year pro-
gressed, we also-adjusted these reserves for large non-catastrophe loss activity that we considered to be greater than the
historical averages. Reserves were also established for losses arising on catastrophe activity during 2010. The underlying
calculation for the non-catastrophe losses requires initial-expected loss ratios by product line adjusted for actual experience
during the 2010 calendar year. As previously noted, the derivation of initial loss ratios incorporates actuarial projections of
prior years' losses, past and expected future loss and exposure trends, rate adequacy-for new and renewal business, and
ceded reinsurance coverage and costs. We also considered our view of the impact of terms and conditions and the market
environment, which by their nature tend to be more subjective relative to other factors. Since there is some degree of random
volatility of non-catastrophe loss experience from year to year, we considered average loss experience over several years when
developing loss estimates for the current accident year. For our short-tail businesses taken as a whole, overall loss trend
assumptions did not differ significantly relative to prior years.

In terms of prior accident years, the bulk of the changes made in the 2010 calendar year arose from origin years:2006-
2009. Specifically, the Insurance — North American, Insurance — Overseas General, Global Reinsurance, and Life segments
experienced $137 million, $131 million, $34 million, and $9 million of favorable prior.period development, respectively,
primarily due to lower than anticipated loss emergence on the 2006-2009 origin-years. In the Insurance — North American
and Insurance — Overseas General segments, these prior period movements were primarily the result of changes to the ulti-
mate loss estimates for the 2006-2009 origin years in response to the latest reported loss data rather than any significant
changes to underlying actuarial assumptions such as loss development patterns. In the Global Reinsurance segment, the prior
period movements were primarily the result of changes to the ultimate loss estimates for the 2004-2008 origin years princi-
pally in response to the latest reported loss data, rather than any significant changes to underlying actuarial assumptions such
as loss development patterns.

For a detailed analysis of changes in assumpt|ons related to short-tail prior accident year reserves during calendar year
2010, refer to “Prior Period Development”.

Long-tail business

Long-tail business describes lines of business for which specific losses may not be known for seme period and claims can take
significant time to report and settle/close. This includes most casualty lines such as general liability, D&O, and workers’ com-
pensation. There are many factors contributing to the uncertainty and volatility of long-tail business. Among these are:

* Our historical loss data and experience is sometimes too immature and lacking in credibility to rely upon for reserving
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purposes. Where this is the case, in our reserve analysis we rely on industry loss ratios or industry benchmark development
patterns that we believe reflect the nature and coverage of the underwritten business and its future development, where avail-
able. For such product lines, actual loss experlence may differ from mdustry loss statistics as well as loss expenence for
previous underwriting years;

* The inherent uncertainty around loss trends claims inflation (e.g., medical and judicial) and underlying economic con-
ditions; :
* The inherent uncertainty of the estimated duration of the paid and reporting loss development patterns beyond the historical
record requires that professional judgment be used in the determination of the length of the patterns based on the historical
data and other information;

* The inherent uncertainty of assuming that historical paid and reported loss development patterns for older origin years will
be representative of subsequent loss emergence on recent origin years. For example, changes over time in the processes and -
procedures for establishing case reserves can distort reported loss development patterns or changes in ceded reinsurance struc-
tures by origin year can aiter the development of paid and reported losses;

* Loss reserve analyses typically require loss or other data be grouped by common characteristics in some manner. If data
from two combined lines of business exhibit different characteristics, such as loss payment patterns, the credibility of the
reserve estimate could be affected. Additionally, since casualty lines of business can have significant intricacies in the terms
and conditions afforded to the insured, there is an inherent risk as to the homogeneity of the underlying data used in perform-
ing reserve analyses; and i

* The applicability of the price change data used to estimate ultimate loss ratios for most recent origin years.

As can be seen from the above, various factors are considered when determining appropriate data, assumptions, and
methods used to establish the loss reserve for the long-tail product lines. These factors will also vary by origin year for given
product lines. The derivation of loss development patterns from data and the selection of a tail factor to project ultimate losses
from actual loss emergence require considerable judgment, particularly with respect to the extent to which historical loss
experience is relied upon to support changes in key reserving assumptions. Examples of the relationship between changes in
historical loss experience and key reserving assumptions:are provided below.

For those long-tail product lines that are less claim frequency and more claim severity oriented, such as professional lines
and high excess casualty, we placed more. reliance upon expert legal and claims review of the specific circumstance underlying
reported cases rather than loss development patterns. Where appropriate, we then supplemented this with loss development
and Bornhuetter-Ferguson approaches to provide for claims that have been reported but are too immature to develop an
individual claims estimate and also for pure IBNR. The assumptions used for these lines of business are updated over time to
reflect new claim and legal advice judged to be of significance.

For the 2010 origin year, loss reserves were typically established through the application of individual product line
expected loss ratios that contemplated assumptions similar in nature to those noted in the short-tail line discussion. Our
assumptions on loss trend and development patterns reflect reliance on our historical loss data provided the length-and volume
of history and homogeneity afford credibility. For those portfolios where we feel that our data lacks credibility, our assumptions
require judgmental use of industry loss trends and development patterns. We note that industry patterns are not always avail-
able to match the nature of the business being written; this issue is particularly problematic for non-U.S. exposed lines. Given
the underlying volatility of the long-tail product lines and the lengthy period required for full paid and reported loss emergence,
we typically assign little to no credibility to actual loss emergence in the early development periods. Accordingly, we generally
used the expected loss ratio method for the 2010 and immediately preceding origin years to establish reserves by product line.
We monitor actual paid and reported loss emergence relative to expected loss emergence for most individual product lines.
Recent experience has generally been favorable relative to our expectations. While we do not yet believe that this favorable -
experience is sufficiently credible to be fully reflected in our booked ultimate losses for immature years, we have been giving
increasing weight to emerging experience as origin years mature and the loss emergence gains credibility.

The process to develop 2010 origin year reserves for our long-tail casualty business relies heavily on prior origin year
reserves and historical loss ratios adjusted to current rate and loss trend levels. When estimating the ultimate loss levels for
these prior origin years for the major long-tail lines in Insurance — North American, Insurance — Overseas General, and Global
Reinsurance no changes of significance were made to the loss development patterns, however, we have revised historical loss
and exposure trend assumptions to reflect emerged frequency and severity trends observed in both our internal data and avail-
able industry data. In general, this has resulted in-lower loss trend assumptions. While we have not assumed that these
reduced loss trends continued in 2010, we have reflected this information in the process to derive expected Ioss ratio assump-
tions from historical data adjusted to 2010 origin yearlevels.
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To the extent that actual loss emergence in calendar year 2010 differed from our expectation for the more recent origin -
years, the deviation was not typically seen as sufficiently credible, particularly given the volatility and lengthy period for full
loss emergence, to fully reflect in our booked ultimate loss selections or the actuarial assumptions underlying the reserve
reviews. Such judgments were made with due consideration to the factors impacting reserve uncertainty as discussed above.
However, for some product lines, credibility was assigned to emerging loss experience and this is discussed further below and
in the section entitled “Prior Period Development”. Our booked reserves for origin years 2007-2009 include reserves for what
we believe to be our exposure to claims related to the credit-crunch and recent flnanC|aI frauds (primarily E&O and D&O)
based on information received to date. :

For more mature origin years, typically 2006:and prior, we gave meaningful weight to indicated ultimates derived from
methods that rely on the paid and reported loss development patterns based on historical experience where sufficient credi-
bility existed (2005 and prior for our longest tailed lines). For those lines where the historical experience lacked credibility, we
placed reliance upon the latest benchmark patterns:(where available) from external industry bodies such as Insurance Services
Office (ISO) or the National Council on Compensation Insurance, Inc. (NCCI). The assumptions used to project ultimate loss
estimates will not fully reflect our own actual loss experience until our data is deemed sufficiently credible.

The prior period development in 2010 for long:tail lines of business comprised several main components. First, we experi-
enced favorable prior period development on a number of product lines where actual loss emergence was lower than expected
and/or increased weighting was given to experience-based methods as relevant origin years mature (typicaily 2003-2006). In
particular, this included national accounts, D&O and E&Q product lines in Insurance ~ North American ($159 million
favorable), casualty and financial lines in Insurance — Overseas General for accident year 2006 and prior ($241 million favor-
able) and professional liability, D&OQ, casualty, and medical malpractice product lines in Global Reinsurance ($72 million
favorable). Second, we experienced adverse development on 2007:and subsequent years arising from specific case develop-
ment on excess casualty businesses ($91 million adverse) and an increasing trend in frequency and allocated claims expenses
on small and middle market workers compensation ($30 million adverse). Third, we experienced adverse development from
inactive product lines including Westchester and -Brandywine run-off operations ($114 million adverse) and middle market
workers compensation ($18 million adverse). The causes for the Westchester and Brandywine operations are described further
below while the development on the run-off middle market workers compensation arose from higher than expected medical
costs on accident years 2000 and prior. For each reserve action taken, the change was generally the result of actual loss
emergence in calendar year 2010 that differed from the expected loss emergence and was deemed significant enough to war-
rant revising the relevant projection.

For a detailed analysis of changes in assumptions related to long -tail prior acudent year reserves during calendar year
2010, refer to “Prior Period Development”.

Sensitivity to underlying assumptions

While we believe that our reserve for unpaid. Iosses and loss expenses at December 31, 2010, is adequate, new information or
emerging trends that differ from our assumptions may lead to future development of losses and loss expenses significantly
greater or less than the reserve provided; which could have a material effect on future operating results. As noted previously;
our best estimate of required loss reserves. for most portfolios is judgmentally selected for each origin year after considering the
results from any number of reserving methods and is not a purely mechanical process. Therefore, it-is difficult to convey, in a
simple and quantitative manner, the impact that a change to a single assumption will have on our best estimate. in the exam-
ples below, we attempt to give an indication of the potential impact by isolating a single change for a specific reserving method
that would be pertinent in establishing the best estimate for the product line described. We consider each of the followmg
sensitivity analyses to represent a reasonably I|ke|y devratlon in the underlying assumption. :

Insurance — North American e : '
Given the long reporting and paid development patterns for workers’ compensation business, the development factors used to
project actual current losses to ultimate losses for the company’s current exposure requires considerable judgment that could
be material to consolidated loss and loss expense reserves. Specifically; adjusting ground up ultimate losses by a one percent
change in the tail factor (i.e.; 1.04 changed to either 1.05 or 1.03) would cause a change of approximately $290 million,
either positive or negative, for the projected net loss and loss expense reserves. This represents an impact of 9.2 percent rela-
tive to recorded net loss and loss expense reserves. of approximately $3.2 billion.

Our ACE Bermudaoperations. write predominantly high excess liability coverage on an occurrence-first-reported basis
(typically with attachment points in excess of $325 million and gross limits of up to $150 miliion) and D&O and other
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professional liability coverage on a claims-made basis (typically with attachment points in excess of $125 million and gross
limits of up to $50 million). Due to the layer of exposure covered, the expected frequency for this book is very low. As a result
of the low frequency/high severity nature of the book, a small difference in the actual vs. expected claim frequency, either pos-
itive or negative, could result in a material change to the projected ultimate loss if such change in claim frequency was related
to a policy where close to maximum limits were deployed.

Insurance — Overseas General R

Certain long-tail lines, such as casualty and professional lines, are particularly susceptible to changes in loss trend and claim
inflation. Heightened perceptions of tort and settiement awards around the world are increasing the demand for these products
as well as contributing to the uncertainty in the reserving estimates. Our reserving methods rely on loss development patterns
estimated from historical data and while we attempt to adjust such factors for known changes in the current tort environment,
it is possible that such factors may not entirely reflect all recent trends in tort environments. For example, when applying the
reported loss development method, the lengthening by six months of our selected loss development patterns would increase
reserve estimates on long-tail casualty and professional lines for accident years 2001-2008 by approximately $246 million.
This movement is relative to recorded net IBNR reserves of $1.5 billion and net total reserves of $2.1 billion for these years.

Global Reinsurance

Typically, there is inherent uncertainty around the length of paid and reported development patterns, especially for certain
casualty lines such as excess workers’ compensation or general liability, which may take up to 30 years to fully develop. This
uncertainty is accentuated by the need to supplement client development patterns with industry development patterns due to
the sometimes low credibility of the data. The underlying source and selection of the final development patterns can thus have
a significant impact on the selected ultimate net losses and loss expenses. For example, a twenty percent shortening or length-
ening of the development patterns used for U.S. long-tail lines would cause the loss reserve estimate derived by the reported
Bornhuetter-Ferguson method for these lines to change by approximately $298 million. This movement is relative to recorded
net loss and loss expense reserves of approximately $1.4 billion.

Assumed reinsurance

At December 31, 2010, net unpaid losses and loss expenses for the Global Reinsurance segment aggregated to $2.4 billion,
consisting of $830 million of case reserves and $1.6 billion of IBNR. In comparison, at December 31, 2009, net unpaid
losses and loss expenses for the Global Reinsurance segment aggregated to $2.4 billion, consisting of $788 miltion of case
reserves and $1.6 billion of IBNR.

For catastrophe business, we principally estimate unpaid losses and loss expenses on an event basis by considering vari-
ous sources of information, including specific loss estimates reported by our cedants, ceding company and overall industry loss
estimates reported by our brokers, and our internal data regarding reinsured exposures related to the geographical location of
the event. Our internal data analysis enables us to establish catastrophe reserves for known events with more certainty at an
earlier date than would be the case if we solely relied on reports from third parties to determine carried reserves.

For our casualty reinsurance business, we generally rely on ceding companies to report claims and then use that data as
a key input to estimate unpaid losses and loss expenses. Due to the reliance on claims information reported by ceding compa-
nies, as well as other factors, the estimation of unpaid losses and loss expenses for assumed reinsurance includes certain risks
and uncertainties that are unique relative to our direct insurance business. These include, but are not necessarily limited to,
the following: :

* The reported claims information could be inaccurate;

* Typically, a lag exists between the reporting of a loss event to a ceding company and its reporting to us as a reinsurance
claim. The use of a broker to transmit financial information from a ceding company to us increases the reporting lag. Because
most of our reinsurance business is produced by brokers, ceding companies generally first submit claim and other financial
information to brokers, who then report the proportionate share of such information to each reinsurer of a particular treaty. The
reporting lag generally results in a longer period of time between the date a claim is incurred and the date a claim is reported
compared with direct insurance operations. Therefore, the risk of delayed recognition of loss reserve development is higher for
assumed reinsurance than for direct insurance lines; and

* The historical claims data for a particular reinsurance contract can be limited relative to our insurance business in that there
may be less historical information available. Further, for certain coverages or products, such as excess of loss contracts, there
may be relatively few expected claims in a particular year so the actual number of claims may be susceptible to significant
variability. In such cases, the actuary often relies on industry data from several recognized sources.
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- We mitigate the-above risks in several ways. In addition to routine analytical reviews of ceding company reports to ensure
reported claims information appears reasonable, we perform regular underwriting and claims audits of certain ceding compa-
nies to ensure reported claims information is accurate, complete, and timely. As appropriate, audit findings are used to adjust
claims in the reserving process. We also use our knowledge of the historical development of losses from individual ceding
companies to adjust the level of adequacy we believe exists in the reported ceded losses.

On occasion, there will be differences between our carried loss reserves and unearned premium reserves and the amount
of loss reserves and unearned premium reserves reported by the ceding companies. This is due to the fact that we receive
consistent and timely information from ceding companies only with respect to‘case reserves. For IBNR, we use historical expe-
rience and other statistical information,.depending on the type of business, to estimate the ultimate loss. We estimate our
unearned premium reserve by applying estimated earning patterns to net premiums written for each treaty based upon that
treaty’s coverage basis (i.e., risks attaching or losses occurring). At December 31;-2010, the case reserves reported to us by
our ceding companies were $807 million, compared with the $830 million we recorded. Our policy is to post additional case
reserves in addition to the amounts reported by our cedants when our evaluation of the ultimate value of a reported claim. is
different than the evaluation of that claim by our cedant.

Within the Insurance — North American segment, we also have exposure to certain liability reinsurance lines that have
been in run-off since 1994. Unpaid losses and loss expenses relating to this run-off reinsurance business resides within the
Brandywine Division of our Insurance — North American segment. Most of the remaining unpaid loss and loss expense
reserves for the run-off reinsurance business relate: to A&E claims. (Refer to “Ashestos and Environmental and Other Run-off
Liabilities” :for- more mformat:on )

Asbestos and environmental reserves ’ !

Included in ACE’s liabilities for losses and loss expenses are amounts for A&E (A&E habmt!es) The A&E liabilities principally
relate to claims arising frombodily-injury claims related to asbestos products and remediation costs associated with hazardous
waste sites. The estimation of ACE's ‘A&E liabilities is particularly sensitive to future changes in the legal, social, and economic
environment. ACE has not assumed any such future changes in setting the:value of its A&E reserves, which include provisions
for both reported and IBNR claims.

During 2010, ACE conducted its annual mternal ground -up review of its consolidated A&E liabilities as at December 31,
2009. As a result of the internal review, the Company increased its net loss reserves for the Brandywine operations, including
A&E, by $84 million (net of reinsurance provided by National Indemnity Company (NICO)), while the gross loss reserves
increased by $247 million. In addition, the Company increased gross loss reserves for Westchester Specialty’s A&E and other
liabilities by $23 million, and net loss reserves increased by $5 million. Our A&E reserves are not discounted for GAAP report-
ing and do not reflect any anticipated future changes in the legal, social or economic environment, or any benefit from future
legislative reforms.

There are many complex variables that we consider when estimating the reserves. for our inventory of asbestos accounts
and these variables may directly impact the predicted outcome. We believe the most significant variables relating to our A&E
reserves include the current legal environment; specific settlements that may be used as precedents to settle future claims;
assumptions regarding trends with respect to claim severity and the frequency of higher severity claims; assumptions regarding
the ability to allocate liability among defendants (including bankruptcy trusts) and other insurers; the ability of a claimant to
bring a claim in a state in which they have no residency or exposure; the ability of a policyholder to claim the right to
non-products coverage; whether high-level excess policies have the potential to be accessed given the policyholder’s claim
trends and liability situation; payments to unimpaired claimants; and, the potential liability of peripheral defendants. Based on
the policies, the facts, the law, and a careful analysis of the impact that these factors will likely have on any given account, we
estimate the potential liability for indemnity, policyholder defense costs, and coverage litigation expense.

The results in asbestos cases announced by other carriers may well have little or no relevance to us because coverage
exposures are highly dependent upon the specific facts of individual coverage and resolution status of disputes among carriers,
policyholders, and claimants. . ’

For more information refer to “Asbestos and Environmental and Other Run-off Llab|llt|es” and to Note 7 to the Con-
solidated Financial Statements, under ltem 8, for more information. : .

Future policy benefits reserves

We issue contracts in our Insurance — .Overseas General and Life segmems that are classified as long-duration. These contracts
generally include accident and supplemental health products, term and whole life products, endowment products, and
annuities. In accordance with GAAP, we establish reserves for contracts determined to be long-duration based on approved
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actuarial methods that include assumptions related to expenses, mortality, morbidity, persistency, and-investment yields with a
factor for adverse deviation. These assumptions are “locked in” at the inception of the contract meaning we use our original
assumptions throughout the life of the policy and do not subsequently modify them unless we deem:the reserves to be
inadequate. The future policy benefit reserve balance is regularly evaluated for a premium deficiency. If experience is less
favorable than assumptions, additional liabilities may be required, resulting in a charge to policyholder benefits and claims.

Valuation of value of business acquired (VOBA) and amortization of deferred policy acquisition costs and VOBA

As part of the Combined Insurance acquisition, we established an intangible asset related to'VOBA, which represented the fair
value of the future profits of the in-force contracts. The valuation of VOBA is derived from similar assumptions to those used to-
establish the associated future policy benefit reserve. The most significant input:in this calculation-is-the discount rate used.to
arrive at the present value of the net cash flows. We amortize deferred ‘policy acquisition costs associated with long-duration
contracts and VOBA (collectively policy acquisition costs) over the estimated life of the contracts in proportion to premium .
revenue recognized. The estimated life is established at the inception of the contracts or upon-acquisition and is based on
current persistency assumptions. Policy acquisition costs are reviewed to determine if they are recoverable from future income,
including investment income. Unrecoverable costs, if any, are expensed in the period. this determination is made.

Risk transfer ‘ ‘

In the ordinary course of business, we:both purchase (or cede) and sell (or-assume) reinsurance protection. We discontinued
the purchase of all finite reinsurance contracts, as a matter of policy, in 2002. For both ceded and assumed reinsurance, risk
transfer requirements must be met in order to use reinsurance accounting, principally resulting in the recognition of cash flows
under the contract as premiums and losses. If risk transfer requirements are not met, a contract is to be accounted for as a
deposit, typically. resulting in the recognition of cash flows under the contract through a deposit asset or liability and not as
revenue or expense. To meet risk transfer requirements, a reinsurance contract must include both insurance.risk, consisting of
underwriting and timing risk, and a reasonable possibility of a significant loss for the assuming entity. We also apply similar
risk transfer requirements to determine whether certain commercial insurance contracts should be accounted for as insurance
or a deposit. Contracts that include fixed premium (i.e., premium not subject to adjustment based on loss experience under
the contract) for fixed coverage generally transfer risk and do not require judgment.

Reinsurance and insurance contracts that include both significant risk sharing provisions, such as adjustments to pre-
miums or loss coverage based on loss experience, and relatively low policy limits as evidenced by a high proportion of
maximum premium assessments to loss limits, can require considerable judgment to determine whether or not risk transfer
requirements are met. For such contracts, often referred to as finite or structured products, we require that risk transfer be
specifically assessed for each contract by developing expected cash flow analyses at contract inception. To support risk trans-
fer, the cash flow analyses must demonstrate that a significant loss is reasonably possible, such as a scenario in which the
ratio of the net present value of losses divided by the net present value of premiums equals or exceeds 110 percent. For pur-
poses of cash flow analyses, we generally use a risk-free rate of return consistent with the expected average duration of loss
payments. In addition, to support insurance risk, we must prove the reinsurer’s risk of loss varies with that of the reinsured
and/or support various scenarios under which the assuming entity can recognize a significant loss. :

To ensure risk transfer requirements are routinely assessed, qualitative and quantitative risk transfer analyses and memo-
randa supporting risk transfer are developed by underwriters for all structured products. We have established protocols for -
structured products that include criteria triggering an accounting review of the contract prior to quoting. If any criterion is trig- -
gered, a contract must be reviewed by a committee established by each of our operating segments with reportmg oversnght
including peer review, from our global Structured Transaction Review Committee.

With respect to ceded reinsurance, we entered into a few multi-year excess of loss retrospectively-rated: contracts, princi-
pally in 2002. These contracts principally provided severity protection for specific product divisions. Because traditional
one-year reinsurance coverage had become relatively costly, these contracts were generally entered into to secure a more cost-
effective reinsurance program. All of these contracts transferred risk and were accounted for as reinsurance. In-addition, we
maintain a few aggregate excess of loss reinsurance contracts that were principally entered into prior to 2003, such as the
NICO contracts referred to in the section entitled, “Asbestos and Environmental and Other Run-off Liabilities”. Subsequent to
the ACE INA acquisition, we have not purchased any retroactive ceded reinsurance contracts.

With respect to assumed reinsurance and insurance contracts, products giving rise to judgments regarding risk transfer -
were primarily sold by our financial solutions business. Although we have significantly curtailed writing financial solutions
business, several contracts remain in-force and principally include multi-year retrospectively-rated contracts and loss portfolio
transfers. Because transfer of insurance risk is generally a primary client motivation for purchasing these products, relatively
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few insurance and reinsurance contracts have historically-been written for which we concluded that risk transfer criteria had -
not been met. For certain insurance contracts that have been reported as deposits, the insured desired to self-insure a risk but
was required, legally or otherwise, to purchase insurance so that claimants would be protected by a licensed insurance com-

pany in the event of non-payment from the insured. .

A significant portion of ACE Tempest Re USA’s business is written through quota share treaties (approximately $506 mil-
lion of net premiums earned in 2010, comprised of $392 million of first dollar quota share treaties and $114 miilion of excess
quota share treaties), a small portion of which are categorized as structured products. Structured quota share treaties typically
contain relatively low aggregate policy limits, a feature that reduces loss coverage in some manner and a profit sharing provi-
sion. These have been deemed to have met risk transfer requirements.

Remsurance recoverable

Reinsurance recoverable includes the balances due to us from reinsurance companies for pald and unpaid losses and loss
expenses-and is presented net of a provision for uncollectible reinsurance. The provision for uncollectible reinsurance is
determined based upon a review of the financial condition of the reinsurers and other factors. Ceded reinsurance contracts do
not relieve our primary obligation to our policyholders. Consequently, an exposure exists with respect to reinsurance recover-
able to the extent that any reinsurer is unable or unwilling to. meet its obligations or disputes the liabilities assumed under the
reinsurance contracts. We determine the reinsurance recoverable on unpaid losses and loss expenses using actuarial estimates
as well as a determination of our ability to cede unpaid losses and loss expenses under existing reinsurance contracts.

The recognition of a reinsurance recoverable asset requires two key judgments. The first judgment involves our estimation
based on. the amount of gross reserves and the percentage of that amount which may be ceded to reinsurers. Ceded IBNR,
which is a major component of the reinsurance recoverable on unpaid losses and loss expenses, is generally developed as part
of our loss reserving process and, consequently, its estimation is subject to similar risks and uncertainties as the estimation of
gross IBNR (refer to “Critical Accounting Estimates — Unpaid losses and loss expenses”). The second judgment involves our
estimate of the amount of the reinsurance recoverable balance that we may ultimately be unable to recover from reinsurers
due to insolvency, contractual dispute, or for other reasons. Amounts estimated to be uncollectible are reflected in a provision
that reduces the reinsurance recoverable asset and, in turn, shareholders’ equity. Changes in the provision for uncollectible
reinsurance are reflected in net income.

Although the contractual obligation of individual reinsurers to pay their reinsurance obligations is based on specific con-
tract provisions, the collectability of such amounts requires estimation by management. The majority of the balance we have
accrued as recoverable will not be due for collection untit sometime in the future, and the duration of our recoverables may be
longer than the duration of our direct exposures. Over this period of time, economic conditions and operational performance of
a particular-reinsurer may impact their ability to meet these obligations and while they may continue to acknowledge their
contractual obligation to do so, they may not have the financial resources or willingness to fully meet their obligation to us.

To estimate the provision for uncollectible reinsurance, the reinsurance recoverable must first be determined for each
reinsurer. This determination is based on a process rather than an estimate, although an element of judgment must be
applied. As part of the process, ceded IBNR is allocated to reinsurance contracts because ceded IBNR is not generally calcu-
lated on a contract by contract basis. The allocations are generally based on premiums ceded under reinsurance contracts,
adjusted for dctual loss experience and historical relationships bétween gross and ceded losses. If actual experience varies
materially from historical experience, including that used to determine ceded premium, the allocation of reinsurance recover-
able by reinsurer will change. While such change is unlikely to result in a large percentage change in the provision for
uncollectible reinsurance, it could, nevertheless, have a material effect on our net income in the period recorded.

Generally, we use a default analysis to estimate uncollectible reinsurance. The primary components of the default analy5|s
are reinsurance recoverable balances by reinsurer, net of collateral, and default factors used to estimate the probability that the
reinsurer may be unable to meet its future obligations in full. The definition of collateral for this purpose requires some judg-
ment and is generally limited to assets held in an ACE-only beneficiary trust, letters of credit, and liabilities held by us with the
same legal entity for which we believe there is a right of offset. We do not currently include multi-beneficiary trusts. However,
we have several reinsurers that have established multi-beneficiary trusts for which certain of our companies are beneficiaries.
The determination of the default factor is principally based on the financial strength rating of the reinsurer and a corresponding
default factor applicable to the financial strength rating. Default factors require considerable judgment and are determined
using the current financial strength rating, or rating equivalent, of each reinsurer as well as other key considerations and
assumptions. Significant considerations and assumptions include, but are not necessarily limited to, the following:

» For reinsurers that maintain a financial strength rating from a major rating agency, and for which recoverable balances are
considered representative of the larger population (i.e., default probabilities are consistent with similarly rated reinsurers and
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payment durations conform to averages), the judgment exercised by management to determine the provision for uncollectible
reinsurance of each reinsurer is typically limited because the financial rating is based on a published source and the default
factor we apply is based on a default factor of a major rating agency applicable to the particular rating class. Default factors
applied for financial ratings of AAA, AA, A, BBB, BB, B, and CCC, are 0.5 percent, 1.2 percent, 1.9 percent, 4.7 percent, 9.6
percent, 23.8 percent, and 49.7 percent, respectively. Because the model we use is predicated on the default factors of a
major rating agency, we do not generally consider alternative factors. However, when a recoverable is expected to be paid in a
brief period of time by a highly-rated reinsurer, such as certain property catastrophe claims, a default factor may not be
applied;
* For balances recoverable from reinsurers that are both unrated by a major rating agency and for which management is
unable to determine a credible rating equivalent based on a parent, affiliate, or peer company, we determine a rating equiv-
alent based on an analysis of the reinsurer that considers an assessment of the creditworthiness of the particular entity,
industry benchmarks, or other factors as considered appropriate. We then apply the applicable default factor for that rating
class. For balances recoverable from unrated reinsurers for which our ceded reserve is below a certain threshold, we generally
apply a default factor of 25 percent;
* For balances recoverable from reinsurers that are either insolvent or under regulatory supervision, we establish a default
factor and resulting provision for uncollectible reinsurance based on specific facts and circumstances surrounding each com-
pany. Upon initial notification of an insolvency, we generally recognize expense for a substantial portion of all balances
outstanding, net of collateral, through a combination of write-offs of recoverable balances and increases to the provision for
uncollectible reinsurance. When regulatory action is taken on a reinsurer, we generally recognize a default factor by estimating
an expected recovery on all balances outstanding, net of collateral. When sufficient credible information becomes available, we
adjust the provision for uncollectible reinsurance by establishing a default factor pursuant to information received; and
* For captives and other recoverables, management determines the provision for uncollectible reinsurance based on the
specific facts and circumstances.

The following table summarizes reinsurance recoverables and the provision for uncollectible reinsurance for each type of
recoverable balance at December 31, 2010.

Reinsurance
Recoverables  Recoverables

on Losses (net of  Provision for
and Loss Usable  Uncollectible

(in miilions of U.S. doliars) Expenses Collateral)  Reinsurance

Type B RN PR
Reinsurers with credit ratings $ 9882 $ 8563

Reinsurers not rated 420 362

Reinsurers under supervision and insolvent reinsurers L 27;1‘5;' S (20’2;

Captives 1,839 . 433
Other — structured settlements and pools . 1045 1,044 . 43
Total $ 13,401 '$ +10,604 % - - 530

At December 31, 2010, the use of different assumptions within our approach could have a material effect on the provision for
uncollectible reinsurance reflected in our Consolidated Financial Statements. To the extent the creditworthiness of our ;
reinsurers were to deteriorate due to an adverse event affecting the reinsurance industry, such as a large number of major
catastrophes, actual uncollectible amounts could be significantly greater than our provision for uncollectible reinsurance. Such
an event could have a material adverse effect on our financial condition, results of operations, and our liquidity. Given the
various considerations used to estimate our uncollectible provision, we cannot precisely quantify the effect a specific industry
event may have on the provision for uncollectible reinsurance. However, based on the composition {particularly the average
credit quality) of the reinsurance recoverable balance at December 31, 2010, we estimate that a ratings downgrade of one
notch for all rated reinsurers (i.e., from A to A- or A- to BBB+) could increase our provision for uncollectible reinsurance by
approximately $121 million or approximately one percent of the reinsurance recoverable balance, assuming no other changes
relevant to the calculation. While a ratings downgrade would result in an increase in our provision for uncollectible reinsurance
and a charge to earnings in that period, a downgrade in and of itself does not imply that we will be unable to collect all of the
ceded reinsurance recoverable from the reinsurers in question. Refer to Note 5 to the Consolidated Financial Statements,
under ltem 8, for more information.
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Other-than-temporary impairments (OTTI)

Each quarter, we review our securities in an unrealized loss position (impaired securities), including fixed maturities, securities
lending collateral, equity securities, and other investments, to identify those impaired securities to be specifically evaluated for
a potential OTTI. Because our investment portfolio is the largest component of consolidated assets and a multiple of share-
holders’ equity, OTT! could be material to our financial condition and operating results. Refer to Note 4 d) to the Consolidated
Financial Statements for a description of the process by which we evaluate investments for OTTI.

Deferred tax assets ~

Many of our insurance businesses operate in income tax-paying jurisdictions. Our deferred tax assets and liabilities primarily
result from temporary differences between the amounts recorded in our Consolidated Financial Statements and the tax basis of
our assets and liabilities. We determine deferred tax assets and liabilities separately for each tax-paying component (an
individual entity or group of entities that is consolidated for tax purposes) in each tax jurisdiction. The realization of deferred tax
assets depends upon the existence of sufficient taxable income within the carryback or carryforward periods under the tax law
in the applicable tax jurisdiction.

At December 31, 2010, our net deferred tax asset was $769 million. (Refer to Note 8 to the Consolidated Financial
Statements, under ltem 8, for more information). At each balance sheet date, management assesses the need to establish a
valuation allowance that reduces deferred tax assets when it is more likely than not that all, or some portion, of the deferred
tax assets will not be realized. The valuation allowance is based on all available information including projections of future
taxable income from each tax-paying component in each tax jurisdiction, principally derived from business plans and available
tax planning strategies. Projections of future taxable income incorporate several assumptions of future business and operations
that are apt to differ from actual experience. The valuation allowance is also based on maintaining our ability and intent to
hold our U.S. available for sale fixed maturities to recovery. If, in the future, our assumptions and estimates that resulted in our
forecast of future taxable income for each tax-paying component prove to be incorrect, or future market events occur that pre-
vent our ability to hold our U.S. fixed maturities to recovery, an additional valuation allowance could become necessary. This
could have a material adverse effect on our financial condition, results of operations, and liquidity. At December 31, 2010, the
valuation allowance of $31 million (including $24 million with respect to foreign tax credits) reflects management’s assess-
ment that it is more likely than not that a portion of the deferred tax asset will not be realized due to the inability of certain
foreign subsidiaries to generate sufficient taxable income and the inability of ACE Group Holdings and its subsidiaries to utilize
foreign tax credits.

Fair value measurements

The provisions of Accounting Standards Codification (ASC) Topic 820, Fair Value Measurements, define fair value as the price
to sell an asset or transfer a liability in an orderly transaction between market participants and establish a three — level valu-
ation hierarchy in which inputs into valuation techniques used to-measure fair value are classified.

The fair value hierarchy gives the highest priority to quoted prices in active markets (Level 1 inputs) and the lowest prior-
ity to unobservable data (Level 3 inputs). Inputs in-Level 1 are unadjusted quoted prices for identical assets or liabilities in
active markets. Level 2 includes inputs other than quoted prices included within Level 1 that are observable for assets or
liabilities either directly or indirectly. Level 2 inputs include, among other items, quoted prices for similar assets and liabilities
in active markets, quoted prices for identical or similar assets and liabilities in markets that are not active, and inputs other
than quoted prices that are observable for the asset or liability such as interest rates and yield curves. Level 3 inputs are
unobservable and reflect our judgments about assumptions that market participants would use in pricing an asset or liability: A
financial instrument’s categorization within the valuation hierarchy is based upon the lowest leve! of input that is significant to
the fair value measurement. ACE makes decisions regarding the categorization of assets or liabilities within the valuation hier-
archy based on the inputs used to determine respective fair values at the balance sheet date. Accordingly, transfers between
levels within the valuation hierarchy are determined on the same basis.

While the Company obtains values for the majority of the investment securities it holds from one or more pricing services,
it is ultimately management’s responsibility to determine whether the values obtained and recorded in the financial statements
are representative of fair value. We periodically update our understanding of the methodologies used by our pricing services in
order to validate that the prices obtained from those services are consistent with the GAAP definition of fair value as an exit
price. Based on our understanding of the methodologies used by our pricing services, all applicable investments have been
valued in accordance with GAAP valuation principles. We do not typically adjust prices obtained from pricing services.

At December 31, 2010, our Level 3 assets represented four percent of our assets that are measured at fair value and two
percent of our total assets. Our Level 3 liabilities represented 11 percent of our liabilities that are measured at fair value and
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one percent of our total liabilities at December 31, 2010. During the year ended December 31, 2010, we transferred $39
million out of our Level 3 assets. Refer to Note 15 to the Consolidated Financial Statements for a description of the valuation
techniques and inputs used to determine fair values for our financial instruments carried or disclosed at fair.value by valuation
hierarchy (Levels 1, 2, and 3) as well as a roll-forward of Level 3 financial instruments for the years ended December 31,
2010 and 20089.

Guaranteed living benefits (GLB) derivatives

Under life reinsurance programs covering living benefit guarantees, we assumed the risk of GLBs associated with variable
annuity (VA) contracts. We ceased writing this business in 2007. Our GLB reinsurance product meets the definition of a
derivative for accounting purposes and is therefore carried at fair value. We believe that the most meaningful presentation of
these derivatives is to reflect cash inflows or revenue as net premiums earned, and to record estimates of the average modeled
value of future cash outflows as incurred losses. Accordingly, we recognize benefit reserves consistent with the provisions of
ASC Topic 944, Financial Services-Insurance, (Topic 944) related to accounting and reporting by insurance enterprises for
certain non-traditional long-duration contracts and for separate accounts. Changes in the benefit reserves are reflected as
policy benefits expense, which is included in life underwriting income. The incremental difference between fair value and
benefit reserves is reflected in Accounts payable, accrued expenses, and other liabilities in the consolidated balance sheet and
related changes in fair value are reflected in Net realized gains (losses) in the consolidated statement of operations. We intend
to hold these derivative contracts to maturity (i.e., the expiration of the underlying liabilities through lapse, annuitization,
death, or expiration of the reinsurance contract). At maturity, the cumulative gains and losses will net to zero (excluding cumu-
lative hedge gains or losses) because, over time, the insurance liability will be increased or decreased to equal our obligation.
For a sensitivity discussion of the effect of changes in interest rates, equity indices, and other assumptions on the fair value of
GLBs, and the resulting impact on our net income, refer to Item 7A. Refer to Note 2 j) to the Consolidated Financial State-
ments, under ftem 8, for further description of this product and related accounting treatment.

The fair value of GLB reinsurance is estimated using an internal valuation model, which includes current market
information and estimates of policyholder behavior from the perspective of a theoretical market participant that would assume
these liabilities. All of our treaties contain claim limits, which are factored into the valuation model. The fair value depends on
a number of factors, including interest rates, current account value, market volatility, expected annuitization rates and other
policyholder behavior, and changes in policyholder mortality. The model and related assumptions are continuously
re-evaluated by management and enhanced, as appropriate, based upon additional experience obtained related to policyholder
behavior and availability of more timely market information, such as market conditions and demographics of in-force
annuities. Due to the inherent uncertainties of the assumptions used in the valuation models to determine the fair value of
these derivative products, actual experience may differ from the estimates reflected in our Consolidated Financial Statements,
and the differences may be material.

The most significant policyholder behavior assumptions include lapse rates and the guaranteed minimum income benefit
(GMIB) annuitization rates. Assumptions regarding lapse rates and GMIB annuitization rates differ by treaty but the underlying
methodologies to determine rates applied to each treaty are comparable. The assumptions regarding lapse and GMIB
annuitization rates determined for each treaty are based on a dynamic calculation that uses several underlying factors.

A lapse rate is the percentage of in-force policies surrendered in a given calendar year. All else equal, as lapse rates
increase, ultimate claim payments will decrease. Key factors affecting the lapse rate assumption include investment perform-
ance and policy duration. In general, the base lapse function assumes low lapse rates (ranging from about 1 percent to 6
percent per annum) during the surrender charge period of the variable annuity contract, followed by a “spike” lapse rate
(ranging from about 10 percent to 30 percent per annum) in the year immediately following the surrender charge period, and
then reverting to an ultimate lapse rate (generally around 10 percent per annum), typicaily over a 2-year period. This base rate
is adjusted downward for policies with more valuable (more “in the money”) guarantees by multiplying the base lapse rate by
a factor ranging from 15 percent to 75 percent. Additional lapses due to partial withdrawals and older policyholders with
tax-qualified contracts (due to required minimum distributions) are also included.

The GMIB annuitization rate is the percentage of policies for which the policyholder will elect to annuitize using the guar-
anteed benefit provided under the GMIB. All else equal, as GMIB annuitization rates increase, ultimate claim payments will
increase, subject to treaty claim limits. Key factors affecting the GMIB annuitization rate include investment performance and
the level of interest rates after the GMIB waiting period, since these factors determine the value of the guarantee to the policy-
holder. In general, we assume that GMIB annuitization rates will be higher for policies with more valuable (more “in the
money”) guarantees. In addition, we also assume that GMIB annuitization rates are higher in the first year immediately follow-
ing the waiting period (the first year the policies are eligible to annuitize utilizing the GMIB) in comparison to all subsequent
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years. The Company does not yet have a robust set of annuitization experience because most of its clients” policyholders are
not yet eligible to annuitize utilizing the GMIB. However, for certain clients there are several years of annuitization experience —
for those clients the annuitization function reflects the actual experience and has a maximum annuitization rate per annum of
8 percent (a higher maximum applies in the first year a policy is eligible to annuitize utilizing the GMIB — it is over 13
percent). For most clients there is no currently observable relevant annuitization behavior data and so we use a weighted aver-
age (with a heavier weighting on the observed experience noted previously) of three different annuitization functions with
maximum annuitization rates per annum of 8 percent, 12 percent, and 30 percent, respectively (with significantly higher rates
in the first year a policy is eligible to annuitize utilizing the GMIB). As noted elsewhere, our GMIB reinsurance treaties include
claim limits to protect ACE in the event that actual annuitization behavior is significantly higher than expected.

During 2010, the Company made various changes to assumptions (primarily annuitization and lapse) and methods used
to calculate the fair value. The changes had a net effect of reducing fair value of the liability by $38 million (where the dollar
impact of each change was measured in the quarter in which the change was implemented).

During 2010, we recorded realized losses of $64 million primarily due to increasing net fair value of reported GLB
reinsurance liabilities resulting substantially from the impact of falling interest rates. This excludes realized losses of $150 mil-
lion during 2010 on derivative hedge instruments held to partially offset the risk in the VA guarantee reinsurance
portfolio. These derivatives do not receive hedge accounting treatment. Refer to “Net Realized Gains (Losses)” for a breakdown
of the realized gains on GLB reinsurance and the realized losses on the derivatives for 2010 and 2009.

ACE Tempest Life Re employs a strategy to manage the financial market and. policyholder behavior risks embedded in the
reinsurance of VA guarantees. Risk management begins with underwriting a prospective client and guarantee design, with
particular focus on protecting ACE’s position from policyholder options that, because of anti-selective behavior, could adversely
impact our obligation.

A second layer of risk management is the structure of the reinsurance contracts. All VA guarantee reinsurance contracts
include some form of annual or aggregate claim limit(s). The exact limits vary by contract, but some examples of typlcal con-
tract provisions include:

« annual claim limits, as a percentage of reinsured account or guaranteed value, for GMDBs and GMIBs;
« annual annuitization rate limits, as a percentage of annuitization eligible account or guaranteed value, for GMIBs and
« per policy claim limits, as a percentage of guaranteed value, for GMABs.

A third layer of risk management is the hedging strategy which is focused on mitigating long-term economic losses at a
portfolio level. ACE Tempest Life Re owned financial market instruments as part of the hedging strategy with a fair value of
$21 million and $47 million at December 31, 2010, and 2009, respectively. The instruments are substantially collateralized
by our counterparties, on a daily basis.

We also limit the aggregate amount of variable annuity reinsurance guarantee risk we are willing to assume. The last
substantive U.S. transaction was quoted in mid-2007 and the last transaction in Japan was quoted in late 2007. The
aggregate number of policyholders is currently decreasing through policyholder withdrawals and deaths at a rate of 5-10 per-
cent annually. :

Note that GLB claims cannot occur for any remsured policy until it has reached the end of its “waiting period”. The vast
majority of policies we reinsure reach the end of their “waiting periods” in 2013 or later, as shown in the table below.

Percent of

living benefit

Year of first payment eligibility account values
2010 and prior , 1%
2011 0%
2012 T 7%
2013 o 24%
2014 9%
2015 S B%
2016 6%
2017 sy
2018 and after S 20%
Total _100%
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The following table provides the historical cash flows under these policies for the periods indicated. The amounts repre-
sent accrued past premium received and claims paid, split by benefit type.

(in millions of U.S. dollars) 2010 2009
Death Benefits (GMDB) N T A R
Premium $ 109 $ 108
Less paid claims ‘ o128 w1 B2y
Net $ ae $ w4
Living Benefits (Includes GMIB and GMAB) i s e
Premium $ ?,~-. 11;§2,‘~ $ . 182
Less paid claims . 5
Net $ 158 $ 157
Total VA Guaranteed Benefits T

Premium $ 2711 s 270
Less paid claims U129 157
et $ 142 $ 113

Death Benefits (GMDB)
For premiums and claims from VA contracts reinsuring GMDBs, at current market levels, we expect approximately $105 mil-
lion of claims and $91 million of premium on death benefits over the next 12 months.

Guaranteed Living Benefits (includes GMIB and GMAB)

Premiums and claims from VA contracts reinsuring predominantly Guaranteed Minimum Income Benefits (GMIB) and Guaran-
teed Minimum Accumulation Benefits (GMAB) are collectively known as “Guaranteed Living Benefits (GLB)". Substantially all
of our living benefit reinsurance clients’ policyholders are currently ineligible to trigger a claim payment. The vast majority of
these policyholders become eligible in years 2013 and beyond. At current market levels, we expect approximately $1 million
of claims and $149 million of premium on living benefits over the next 12 months.

Collateral

In order for its U.S.-domiciled clients to obtain statutory reserve credit, ACE Tempest Life Re holds collateral on behalf of its
clients in the form of qualified assets in trust or letters of credit, in an amount sufficient for them to obtain statutory reserve
credit. The timing of the calculation and amount of the collateral varies by client according to the particulars of the reinsurance
treaty and the statutory reserve guidelines of the client’s state of domicile. Refer to Note 4 i) to the Consolidated Financial
Statements.

Goodwill Impairment

Goodwill, which represents the excess of acquisition cost over the estimated fair value of net assets acquired, was $4 billion at
December 31, 2010. During 2010, our goodwill balance increased by approximately six percent, primarily due to acquisitions
and foreign exchange movements at the legal entity level. Goodwill is not amortized but is subject to a periodic evaluation for
impairment at least annually, or earlier if there are any indications of possible impairment. The impairment evaluation involves
a two-step process in which an initial assessment for potential impairment is performed and, if a potential impairment is pres-
ent, the amount of impairment is measured and recorded. Impairment is tested at the reporting unit level. Goodwill is assigned
to applicable reporting units of acquired entities at acquisition. The most significant reporting units are:

* North American and International divisions of Combined Insurance acquired in 2008;

* Domestic and International divisions of ACE INA acquired in 1999; and

* ACE Tempest Re’s catastrophe businesses acquired in 1996 and 1998, :

There are other reporting units that resulted from smaller acquisitions that are also assessed annually. Based on our
impairment testing for 2010, we determined that no impairment was required and that none of our reporting units were at risk
for failing the initial impairment testing step.

To estimate the fair value of a reporting unit, we consistently applied a combination of the following models: an earnings
multiple, a book value multiple, a discounted cash flow or an allocated market capitalization. The earnings and book value
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models apply multiples, including the consideration of a control premium, of comparable publicly traded companies to fore-
casted earnings or book value of each reporting unit and consider current market transactions. The discounted cash flow
model applies a discount to estimated cash flows including a terminal value calculation. The market capitalization model
applies a control premium to our market capitalization and, so adjusted, compares the allocated market capitalization to the
allocated book value of each reporting unit.

To determine an appropriate control premium we considered both the mean and range of control premiums paid in our
industry for recent transactions involving businesses similar to our reporting units. We then selected a control premium within
the range appropriate to our business.

We must assess whether the current fair value of our reporting units is at least equal to the fair value used in the determi-
nation of goodwill. In doing this, we make assumptions and estimates about the profitability attributable to our reporting units,
including:

* short-term and long-term growth rates;

* estimated cost of equity and changes in long-term risk-free interest rates;

« selection of appropriate earnings and book value market mutltiples to be utilized in various muitiple approaches; and
* risk premium applied in determining discount rate for calculating net present value of estimated future cash flows.

If, in the future, our assumptions and estimates made in assessing the fair value of acquired entities change, goodwill
could be materially adjusted. This would cause us to write-down the carrying value of goodwill and could have a material
adverse effect on our results of operations in the period the charge is taken.

Consolidated Operating Results — Years Ended December 31, 2010, 2009, and 2008

% change
2010 vs. 2009 vs.
(in millions of U.S. dollars, except for percentages) 2010 2009 2008 2009 2008
Net premiums written $ 13,708 $ 13,299 $ 13,080 3% DY
Net premiums earned © 13,504 13,240 13,203 % 0%
Net investment income . 2,070 2,031 2062 2% 2%
Net realized gains (losses) o 432 - (196) (1633) . NM  88%
_ Total revenues 16,006 15075 . 13 ‘ 6. 11%
Losses and loss expenses 7,422 . / 2%
Policy benefits o325 T 3
Policy acquisition costs 22130 =
Administrative expenses oorsIr
Interest expense 225
Other (income) expense 85T

Total expenses

Income before income tax
Income tax expense

Net income

NM - not meaningful
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The following table summarizes by major product line the approximate effect of changes in foreign currency exchange rates on
the growth of net premiums written and earned for the years ended December 31, 2010 and 2009.

2010 2009

P&C A&H Total Total
Net premiums written: v : . LR ;
Growth in original currency : 2.0% 05% ' 1.7% 4.8%:
Foreign exchange effect 0.9% 1 32% 1 A% (3.1)%:
Growth as reported in U.S. dollars o 29% 0 37% 0 31% 17%
Net premiums earned: ’ ‘ R
Growth in original currency 0.6% - 1.0% v 0.7%, 3.5%
Foreign exchange effect 0.7% . - .31%. i ...13% .. (3.2%
Growth as reported in U.S. dollars i 1.3% 41% 0 2.0% 0.3%

The following table shows a breakdown of our consolidated net premiums written for the years ended December 31, 2010,
2009, and 2008.

% change

2010vs. 2009 vs.

(in millions of U.S. dollars, except for percentages) 2010 2009 2008 2009 2008
Retail P&C $ 6533 $ 6347 $ 6,289 3% 1%
Wholesale 2,212 2,222 2,4,26 L 0% . (8)%
Reinsurance 1,075 1,038 914 - - 4% 14%
Property, casualty and all other 9,820 9,607 9,629 . 2% . 0%
Personal accident (A&H) 3,346 3,229 3,018 A% T%
Life 542 463 433 o 17% 7%
Total consolidated $ 13,708 $ 13,299 $ 13,080 3% 2%

Net premiums written, which reflect the premiums we retain after purchasing reinsurance protection, increased in 2010,
compared with 2009. We benefited from favorable foreign exchange impact and reported growth in our international retail
business, global reinsurance operations, personal lines, international life, and our wholesale division in the U.S. During the
fourth quarter of 2010, we recognized a non-recurring premium adjustment in our Insurance — North American segment.
Growth was partially offset by a decline in assumed loss portfolio business and by our crop business, which generated a lower
adjustment to net premiums written and earned in connection with crop settlements. In addition, net premiums written and
earned were reduced by $35 million in 2010, due to reinstatement premiums expensed which were primarily in connection
with the first quarter 2010 catastrophe activity. Net premiums written increased in 2009, compared with 2008, primarily due
to the inclusion of Combined Insurance for the full year (the prior year period included the results of Combined Insurance from
April 1, 2008) and increased assumed loss portfolio business. We also reported increased retained premium from P&C
reinsurance, increased retail specialty casualty production and benefitted from the annual first quarter crop settlement, partially
offset by unfavorable foreign exchange impact, and lower production in wholesale P&C, retail national accounts, property, and
personal lines.

Net premiums earned reflect the portion of net premiums written that were recorded as revenues for the period as the
exposure periods expire. Net premiums earned increased in 2010, compared with 2009, primarily due to increases in net
premiums earned in our Global Reinsurance segment, international retail business, personal lines, international life, and U.S.
casualty. These increases were partially offset by lower crop business and assumed loss portfolios, as well, as declines in our
London wholesale unit. Net premiums earned for 2009 were stable compared with 2008, as declines in wholesale P&C, and
retail national accounts and property business, as well as an unfavorable foreign exchange impact. These were offset by
growth in assumed loss portfolio business, crop business, and retail specialty casualty and included Combined Insurance’s
results for the full period.
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The following table provides a consolidated breakdown of net premiums earned by line of business for the periods
indicated. '

% change

2010vs. 2009 vs.

(in millions of U.S. dollars, except for percentages) 2010 2009 2009 2008
Property and all other $ 3,808 $ 4,023 (3% . 2%
Casualty 5,752 5,587 (A%
Subtotal 9,650 9,610 - (2)%
Personal accident (A&H) : ‘ v i i 3e QG 6% -
Life 523 . 432 6%
Net premiums eamed $ 13,504 $ 13240 $. 2% 0%
. .2010 2009 2008

% of total % of total - % of total

Property and all other . 29% . 30% . .30%
Casualty . 43% L A2% .o 44%.
Subtotal 2% ot 2% A%
Personal accident (A&H) 28% i 25% i 23%:
Life 3% v e 3% 0 3%
Net premiums earned 100% 0 100% 0 100%

Net investment income increased in 2010, compared with 2009, primarily due to positive operating cash flows which
have resulted in a higher overall average invested asset base, partially offset by lower yields on new investments and short-
term securities. Net investment income decreased in 2009, compared with 2008, primarily due to lower yields on new
investments, partially offset by an increase in average invested assets. Net investment income was also adversely impacted by
unfavorable foreign exchange rate movements in 2009. Refer to “Net Investment Income” and “Investments”.

In evaluating our segments excluding Life, we use the combined ratio, the loss and loss expense ratio, the policy acquis-
ition cost ratio, and the administrative expense ratio. We calculate these ratios by dividing the respective expense amounts by
net premiums earned. We do not calculate these ratios for the Life segment as we do not use these measures to monitor or
manage that segment. The combined ratio is determined by adding the loss and loss expense ratio, the policy acquisition cost
ratio, and the administrative expense ratio. A combined ratio under 100 percent indicates underwriting income and a com-
bined ratio exceeding 100 percent indicates underwriting loss. ‘ ,

The following table shows our consolidated loss and loss expense ratio, policy acquisition cost ratio, administrative .-
expense ratio, and combined ratio for the periods indicated.

2009 2008
 5858% . 60.
62%
133%
S 883% LED

Loss and loss expense ratio
Policy acquisition cost ratio

Administrative expense ratio

Combined ratio
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The following table shows the impact of catastrophe losses and related reinstatement premiums and the impact of prior period
development on our consolidated loss and loss expense ratio for the periods indicated.

2010 2009 2008
Loss and loss expense ratio, as reported .99.2%  588% . 60.6%
Catastrophe losses and related reinstatement premiums B2%  12%  @N%
Prior period development 4.6% 4.9%°  6.8%
Large assumed loss portfolio transfers 03)% . (08%. . 0.0%
Loss and loss expense ratio, adjusted 60.3% 61.7% 62.7%

We recorded net pre-tax catastrophe losses of $366 million in 2010 compared with net pre-tax catastrophe losses of $137
million and $567 million in 2009 and 2008, respectively. The catastrophe losses for 2010 were primarily related to weather-
related events in the U.S., earthquakes in Chile, Mexico, and New Zealand, and storms in Australia and Europe. The
catastrophe losses for 2009 were primarily related to an earthquake in Asia, floods in Europe, several weather-related events
in the U.S., and a European windstorm. For 2008, the catastrophe losses were primarily related to Hurricanes Gustav and Ike.

Prior period development arises from changes to loss estimates recognized in the current year that relate to loss reserves
first reported in previous calendar years and excludes the effect of losses from the development of earned premium from pre-
vious accident years. We experienced $503 million of net favorable prior period development in our P&C segments in 2010.
This compares with net favorable prior period development in our P&C segments of $576 million and $814 million in 2009
and 2008, respectively. Refer to “Prior Period Development” for more information.

The adjusted loss and loss expense ratio declined in 2010, compared with 2009, primarily due to the impact of the crop
settlements, non-recurring premium adjustment and the reduction in assumed loss portfolio business, which is written at
higher loss ratios than other types of business.

Our policy acquisition costs include commissions, premium taxes, underwriting, and other costs that vary with, and are
primarily related to, the production of premium. Administrative expenses include all other operating costs. Our policy acquis-
ition cost ratio increased in 2010, compared with 2009. The increase was primarily related to the impact of crop settlements,
which generated higher profit-share commissions and a lower adjustment to net premiums earned, as well as the impact of
reinstatement premiums expensed in connection with catastrophe activity and changes in business mix. Our administrative
expense ratio increased in 2010, primarily due to the impact of the crop settlements, reinstatement premiums expensed, and
increased costs in our international operations. Although the crop settlements generate minimal administrative expenses, they
resulted in lower adjustment to net premiums earned in 2010, compared with 2009. Administrative expenses in 2010, were
partially offset by higher net results generated by our third party claims administration business, ESIS, the results of which are
included within our administrative expenses. ESIS generated $85 million in net results in 2010, compared with $26 million in
2009. The increase is primarily from non-recurring sources. Our policy acquisition cost ratio was stable in 2008, compared
with 2008, as increases in our Combined Insurance operations were offset by more favorable final crop year settlement of
profit share commissions. Administrative expenses increased in 2009, primarily due to the inclusion of administrative
expenses related to Combined Insurance for the full year and costs associated with new product expansion in our domestic
retail operation and in our personal lines business.

Our effective income tax rate, which we calculate as income tax expense divided by income before income tax, is depend-
ent upon the mix of earings from different jurisdictions with various tax rates. A change in the geographic mix of earnings
would change the effective income tax rate. Our effective income tax rate was 15 percent in 2010, compared with 17-percent
and 24 percent in 2009 and 2008, respectively. The decrease in our effective income tax rate in 2010, was primarily due to
a change in the mix of earnings to lower tax-paying jurisdictions, a decrease in the amount of unrecognized tax benefits which
was the result of a settlement with the U.S. Internal Revenue Service Appeals Division regarding federal tax returns for the
years 2002-2004, and the recognition of a non-taxable gain related to the acquisition of Rain and Hail. The 2009 year
included a reduction of a deferred tax valuation allowance related to investments. For 2008, our effective income tax rate was
adversely impacted by a change in mix of earnings due to the impact of catastrophe losses in lower tax-paying jurisdictions.

Prior Period Development

The favorable prior period development, inclusive of the Life segment, of $512 million during 2010 was the net result of sev-
eral underlying favorable and adverse movements. With respect to ACE’s crop business, ACE regularly receives reports from its
managing general agent (MGA) relating to the previous crop year(s) in subsequent calendar quarters and this typically results
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in adjustments to the previously reported premiums, losses and loss expenses, and profit share commission. Commencing in
the third quarter of 2009, prior period development for ACE's crop business includes adjustments to both crop fosses and loss
expenses and the related crop profit share commission. In the sections following the table below, significant prior period
movements within each reporting segment are discussed in more detail. Long-tail fines include lines such as workers’ -
compensation, general liability, and professional liability; while short-tail lines include lines such as most property lines,
energy, personal accident, aviation, and marine.

The following table summarizes (favorable) and adverse prior period development by segment for the years ended
December 31, 2010 and 2009.

% of net

unpaid
(in millions of U.S. dollars, except for percentages) : Long-tail - Short-tail Total reserves*
Insurance — North American - active $ ( - 1.5%
Insurance — North American - runoff** ’ - 13 0.8%
Insurance — Overseas General S (159) (131) 290) ©  4.3%
Global Reinsurance : 72 LA
Life TR - 4.0%
Total
2009

Insurance — North American — active
Insurance — North American — runoff**
Insurance — Overseas General

Global Reinsurance

Life

Total

* Calculated based on the segment/total beginning of period net unpaid loss and loss expenses reserves.
** Brandywine Holdings and Westchester Specially operations in respect of 1996 and prior years, and Commercial Insurance Services (CIS) workers’ compensation.

Insurance — North American

Insurance — North American’s active operations experienced net favorable prior period development of $239 million in 2010,

resulting from several underlying favorable and adverse movements, driven by the following principal changes:

* Net favorable development of $102 million on long-tail business, including:
» Favorable development of $49 million within our financial solutions business driven by the favorable impact of a settle-
ment in 2010 on a major contract, primarily in the 2000 and prior accident years;
* Favorable development of $105 million in our D&O and E&O portfolios following detailed claim and actuarial reviews of
case activity in 2010. This development was the net of favorable movements primarily in the 2006 and prior accident
years, partially offset by adverse movements in the 2007-2009 years;
* Favorable development of $54 million on our national accounts portfolio. The favorable development was a functlon of
two primary factors. First, this development related to our annual assessment in 2010 of multi-claimant events including
industrial accidents. Consistent with prior years, we reviewed these potential exposures for accident year 2009, after the
close of the accident year to allow for late reporting or identification of significant losses. Second, there was better than
expected loss emergence reported in 2010 on the 2005 and 2006 accident years and greater weighting assigned to
experienced-based methods;
« Adverse development of $91 million in our excess casualty businesses principally arising in the 2007 accident year
following case specific developments on several open claims;
* Adverse development of $30 million in our small and middle market guaranteed cost workers’ compensation portfolios
that was driven by an increasing trend in claims frequency and allocated claims expenses on accident years 2008 and
subsequent; and
* Favorable development of $15 million on other lines across a number of accident years, primarily following better than
expected loss emergence.
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* Net favorable development of $137 million on short-tail business, including:
* Favorable development of $41 million in our crop/hail business associated with recording the most recent bordereaux
for the-2009 and prior crop years. The $41 million reflects the net of improvement in the loss estimate ($86 million) and
a corresponding increase in profit share commission expense ($45 million); and
* Favorable development of $96 million in property, aviation, inland and recreational marine, political risk, and other
short-tailed exposures principally in accident years 2007-2009 following lower than expected loss emergence.
Insurance ~ North American’s runoff operations experienced net adverse prior period development of $132 million in 2010,
which was the net result of several underlying favorable and adverse movements impacting accident years 2000 and- prior,
driven by the following principal changes:
* Adverse development of $114 million in our Westchester and Brandywine runoff operations. This development includes
$89 million related to the completion of the reserve review during 2010 and is comprised primarily of adverse develop-
ment for asbestos claims related to increased loss and defense cost payment activity on a limited number of accounts and
adverse development for assumed reinsurance due to increased paid loss and case reserve activity in recent years, parti-
ally offset by increased distributions received from insolvent reinsurers and commutations. This also includes additional
adverse development of $19 million for unallocated loss adjustment expenses due to runoff operating expenses paid dur-
ing the current year; and
* Adverse development of $18 million on runoff CIS workers’ compensation following emergence of higher than expected
medical costs.
Insurance — North American’s active operations experienced net favorable prior period development of $267 million in 2009,
which was the net result of several underlying favorable and adverse movements, driven by the following principal changes:
* Net favorable development of $162 million on long-tail business, including:
* Favorable development of $42 milfion in our foreign casualty product lines where both paid and reported incurred loss
and allocated loss adjustment expense activity was favorable relative to the expected activity implied in our prior review,
particularly for workers’ compensation and genera! liability coverages primarily impacting accident years 2004-2006;
* Favorable development of $52 million in our national accounts loss sensitive accounts unit impacting the 2005-2007
accident years. This development represents the reduction in premium-based loss reserves that resulted from a $96 mil-
lion reduction in our estimate of retrospectively rated premiums due to updated information for the 2004-2007 policy
years;
» Favorable development of $33 million in our ACE Financial Solutions business unit concentrated in policies issued in
the 2004-2006 years. This favorable development was a function of a continuation of lower than expected loss develop-
ment, first observed in 2008, on a small number of large risks with predominantly workers' compensation exposure; and
* Favorable development of $35 million on all other long-tail fines, including our programs division and medical risk
business, concentrated within the 2006 and prior accident years.
* Net favorable development of $105 million on short-tail business, including:
*Favorable development of $49 million mainly in our political risk business, short-tail lines in our programs division, and
recreational marine business, primarily relating to the 2004-2008 accident years as a result of a lack of claims emer-
gence; and
* Favorable development of $56 million in other lines including property, crop, A&H, and other lines principally in acci-
dent years 2005-2007 following lower than expected loss emergence.
Insurance — North American’s runoff operations experienced net adverse prior period development of $88 million in 2009,
which was the net result of several underlying favorable and adverse movements impacting accident years 1999 and pnor
driven by the following principal change:
* Adverse development in our Brandywine runoff operations comprising several components. First, adverse development
of $47 million in assumed reinsurance pools which was the combined impact from receipt of updated information on
pool reserves and adverse impact of activity on a litigated claim. Second, adverse development of $28 million on workers’
compensation business due to higher than expected case incurred loss development since the last review.
Insurance — North American incurred net favorable prior period development of $351 million in 2008, representing 2.4 per-
cent of the segment’s net unpaid loss and loss expense reserves at December 31, 2007.
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Insurance — Overseas General '
Insurance — Overseas General experienced net favorable prior period development of $290 million in 2010, Wthh was the net
result of several underlying favorable and adverse movements, driven by the following principal changes:
* Net favorable development of $159 million on long-tail business, including:
* Favorable development of $241 million in casualty (primary and excess) and financial lines for accident years 2006
and prior that recognized both favorable loss emergence and a‘greater weight to experience«based methods as years
mature; and
* Adverse development of $82 million in the casuatty (primary and excess) and financial hnes book for accident years
2007-2009 principally arising from a claims review of financial crisis-related claims (adverse $57 million impact) and
emergence of adverse frequency and severity trends within certain portfolios (adverse $24 million impact).
* Net favorable development of $131 million on short-tail business, including property, marine, A&H, and energy lines across
multiple geographical regions, and within both retail and wholesale operations, lower than expected loss emergence, princi-
pally on accident years 2007-2009.
Insurance — Overseas General experienced net favorable prior period development of $255 million in 2009, which was the net
result of several underlying favorable and adverse movements, driven by the following. principal changes:
* Net favorable development of $140 million on long-tail business, including:
* Favorable development of $201 million on casualty (primary and excess) and financial lines, predominantly arising on
the 2005 and prior accident years. This amount was based primarily on detailed reviews completed in 2009 which noted
improvements in experience relative to the expectations of the prior detailed analyses, including case-specific savings on
- several significant 2001-2003 bankers’ professional indemnity claims. Due to the greater level of maturity of these years,
increasing weight has been given to the emerged loss experience; and
* Adverse development of $70 million relating to the 2008 accident year for financial lines in connection with exposure
to financial frauds and sub-prime claims. This amount was based primarily on a claims review conducted during 2009 of
notifications and potential exposure. During this review, we obtained assessments from external legal counsel of the gov-
erning law on each potential claim and assessed all other claimant information to arrive at the provision for each case.
* Net favorable development of $115 million on short-tail business, including:
* Favorable development of $94 million in the property and energy, A&H, and marine lines of business across multiple
_ geographic regions, principally due to specific case reserve reductions on previously reported claims and lower than
anticipated development on other claims led t6 a release of prior year reserves mainly in accident years 2003-2008; and
* Favorable development of $21 million on other lines including aviation where case development has been favorable on
the 2005 and prior accident years as a result of case specific reductions for product liability claims.
Insurance — Overseas General incurred net favorable prior period development of $304 million in 2008, representing 4.7
percent of the segment’s net unpaid loss and loss expense reserves at December 31, 2007.

Global Reinsurance
Global Reinsurance experienced net favorable prior period development of $106 million in 2010, which was the net result of
several underlying favorable and adverse movements, driven by the following principal changes:
* Net favorable development of $72 million on long—tall business, including net favorable prior period development of $96
million principally in treaty years 2003-2006 across.a number of portfolios (professional liability, D&O, casualty, and medical
malpractice). The lower loss estimates arose from a combination of favorable incurred loss trends and increased weighting to
experience-based methods. '
* Net favorable development of $34 million on short-tail business, primarily in treaty years 2003-2008 across property
lines, including property catastrophe, trade credit and surety principally-as a result of lower than anticipated loss emer--
gence.
Global Reinsurance experienced net favorable prior period development of $142 million in 2009, which was the net result of
several underlying favorable and adverse movements, driven by the following principal changés:
* Net favorable development of $93 million on long-tail business principally in treaty years 2003-2005 across a number
of portfolios’ (professional liability, D&O, casualty, and medical malpractice). The lower loss estimates arose from the
combined impact of continued favorable paid and case incurred loss trends andincreased we|ght|ng glven to experience-
based methods and away from expectations as these treaty periods mature.
* Net favorable development of $49 million on short-tail busmess followmg Iower than expected loss emergence in prop-
erty and trade credit-related lines. :
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Global Reinsurance incurred net favorable prior period development of $159 million in 2008, representing 5.9 percent of the
segment’s net unpaid loss and loss expense reserves at December 31, 2007.

Life

Life experienced net favorable prior period development of $9 million in 2010. The favorable development followed a detailed
review during 2010 and was mainly for accident year 2009 in the short-tail A&H line of business.

Life experienced net favorable prior period development of $3 million in 2009 on short-tail A&H business. The reserve release
followed a detailed review during 2009 and reflected lower reported claim development than previously anticipated.

Life experienced no net prior period development in 2008.

Segment Operating Results — Years Ended December 31, 2010, 2009, and 2008
The discussions that follow include tables that show our segment operating results for the years ended December 31, 2010,
2009, and 2008.

We operate through the following business segments: Insurance — North American, Insurance — Overseas General, Global
Reinsurance, and Life. For more information on each of our segments refer to “Segment Information” under ltem 1.

Insurance —~ North American

The Insurance — North American segment comprises our operations in the U.S., Canada, and Bermuda. This segment includes
the operations of ACE USA (including ACE Canada), ACE Westchester, ACE Bermuda, ACE Private Risk Services, and various
run-off operations.

% Change
2010 vs. 2009 vs.

(in millions of U.S. dollars, except for percentages) 2009 2008

Net premiums written
Net premiums earned
Losses and loss expenses
Policy acquisition costs
Administrative expenses

Underwriting income

Net investment income
Net realized gains (losses)
Interest expense

Other (income) expense
Income tax expense

Net income

Loss and loss expense ratio
Policy acquisition cost ratio
Administrative expense ratio

Combined ratio

Insurance — North American reported an increase in net premiums written in 2010, compared with 2009, For 2010, the retail
division reported growth in A&H and workers' compensation, as well as increased premium retention in professional risk lines
and favorable foreign exchange impact on Canadian business. The retail division also benefited from one-time premium-related
adjustments totaling $80 million in the fourth quarter of 2010. These increases were partially offset by less new business and
renewed policies across several lines of business, reflecting a decline in value of exposures, competitive market conditions,
and our adherence to underwriting discipline. These factors were especially evident in our national accounts, as well as aero-
space and energy lines of business. Growth in the retail division was also offset by a decline in assumed loss portfolio
business. The years ended December 31, 2010 and 2009, included net premiums written and earned of approximately $86
million and $221 million, respectively, related to assumed loss portfolio business. Net premiums written in our wholesale
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division increased in 2010, compared with the prior year, primarily due to higher premium retention, along with increases in
commercial risk and professional lines as well as the addition of new program business. These increases were partially offset
by lower crop production primarily reflecting the impact of crop settlements. Throughout the year, we receive the results from
the previous crop year which typically require us to make adjustments to previously estimated premiums, losses and loss
expenses, and profit share commission (refer to Crop Insurance). Our personal lines business reported growth in homeowners
and auto insurance, as well as specialty offerings in 2010. Insurance — North Amerlcan reported stable net premiums written
in 2009, compared with 2008.

We experienced growth in our retail specialty casualty, professional risk, A&H, and assumed loss portfolio busmesses and
in the crop business within our wholesale division. These increases were offset by declines in retail property and national
accounts production, unfavorable foreign exchange impact from our Canadian operations, declines in wholesale professional
and casualty lines, as well as lower personal lines production.

The following two tables provide a line of business breakdown of Insurance — North American’s net premiums earned for
the periods indicated.: ‘ : ‘

% Change

. 2010 vs. 2009 vs.
(in millions of U.S. dollars, except for percentages) 2010 2009 2008 2009 2008
Property and all other ‘ $ 1578 $ ‘1690;‘ $ 1576 . (D% - 7% )
Casualty 3777 i 7 57 3)%.
Personal accident (A&H) 296 260.. .. 246 6%
Net premiums earned . * $:5,651" $ B, 684:; 0%

2010 2009 2008
% of Total % of Total

Property and all other 28% 30%
Casualty S 67% 66% - -
Personal accident (A&H) S 8% A%
Net premiums earned 100% ;

Insurance — North American reported a decline in net premiums earned in 2010, compared with 2009. This decline was
attributable to less assumed loss portfolio transfers, in addition to a decrease in risk management business in the retail divi-
sion, lower professional and casualty business and less favorable crop settlements in the wholesale division. These decreases
were partially offset by increases in workers’ compensation, professional risk, A&H, and personal lines, favorable foreign
exchange impact, the one-time premium-related adjustments totaling $80 million and new program business in the wholesale
division.

Insurance — North American reported stable net premiums earned for 2009, compared with 2008. We reported increases
in the specialty casualty and professional lines and higher assumed loss portfolio business in the retail division as well as an
increase in the annual crop settlement in the wholesale division. These increases were offset by declines in national accounts
and property business, an unfavorable foreign exchange impact in the retail division and declines in property, casualty and
professional risk business in the wholesale division.

The following table shows the impact of catastrophe losses and related reinstatement premiums, prior period develop-
ment, and large assumed loss portfolio transfers on our loss and loss expense ratio for the periods indicated.

2010 2008
Loss and loss expense ratio, as reported -69.3% o 71.8_%"
Catastrophe losses and related reinstatement premiums (2.6)%: - (5.4)%
Prior period development . e 2.7%. L .6.2%.
Large assumed loss portfolio transfers (0.5)% 0:0% ..
Loss and loss expense ratio, adjusted ' 68.9% 72.6%
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Insurance — North American’s net catastrophe losses were $143 million in 2010, compared with $58 million and $298 mil-
lion in . 2009.and 2008, respectively. The catastrophe losses for 2010, were related to severe weather-related events in the
U.S. and earthquakes in Haiti and Chile. The catastrophe losses for 2009 were related to an earthquake in Asia and several
weather-related events in the U.S. Catastrophe losses in 2008 were primarily related to Hurricanes Gustav and Ike. Insurance
— North American experienced net favorable prior period development of $107 million in 2010. This compares with net favor-
able prior period development of $179 miltion and $351 million in 2009 and 2008, respectively. Refer to “Prior Period
Development” for more information. The adjusted loss and loss expense ratio declined in 2010, compared with 2009, primar-
ily due to the impact of the crop settlements, non- recurring premium adjustment and the reduction in assumed loss portfolio
business, which is written at higher loss ratios than other types of business.

‘Insurance — North American’s policy acquisition cost ratio increased in 2010, compared with 2009. In 2010, our retail
units experienced a shift in mix of business towards higher commission specialty casualty business, professiona! and personal
lines, and a decline in assumed loss portfolio business which generates minimal expense. In the wholesale division, the
impact of crop settlements which generated higher profit-share commissions and a lower adjustment to net premiums earned
compared with 2009, contributed to this increase. Insurance — North American’s policy acquisition cost ratio decreased in
2009, compared with 2008, due to a higher ceding commission benefit and the increased assumed loss portfolio business in
the retail division. In addition, we experienced more favorable final crop year settlement of profit share commissions in the
wholesale division in 2009. Insurance — North American’s administrative expense ratio decreased in 2010 primarily due to
higher net results generated by our third party claims administration business in the retail division, ESIS, the results of which
are included within our administrative expenses. ESIS generated $85 million in net results in 2010, compared with $26 mil-
lion in 2009. This increase is primarily from non-recurring sources. In addition, the decline in assumed loss portfolio business
resulted in an adverse impact on our administrative expense ratio in 2010. Insurance — North American’s administrative
expense ratio increased in 2009, compared with 2008, primarily due to higher administrative expenses in our retail division to
support growth in certain businesses, from both new and existing products, as well as higher spending to support growth in
the personal lines business.

Insurance — Overseas General

The Insurance — Overseas General segment comprises ACE International, our retail business serving territories outside the
U.S., Bermuda, and Canada; the international A&H and life business of Combined Insurance; and the wholesale insurance
business of ACE Global Markets, our London-based excess and surpius lines business that includes Lloyd's Syndicate 2488.
The reinsurance operation of ACE Global Markets is included in the Global Reinsurance segment.

% Change

2010 vs. 20009 vs.
(in millions of U.S. dollars, except for percentages) ) 2010 2009 2008 2009 2008
Net premiums written ; $ 5280 $ 5,145 $ 5332 3% (4)%
Net premiums earned 5,240 5,147 5,337 2% (4)%
Losses and loss expenses ... 2,647 2597 . 2679 . 2% . (3%
Policy benefits - ,4: ) .4; - 1~2,: , O% L (67)%
Policy acquisition costs 1,251 1,202 1,1,93  4% 1%
Administrative expenses .840. . 783 .. . 793 A% (D)%
Underwriting income 498 56l v 660 i (11)% 2 (15)%
Net investment income ‘ © o415 479 521 (D% @)%
Net realized gains (losses) s Col 123 (20)  (316)  NM  94%
Interest expense 1 - - NM 0%
Other (income) expense (13) 20 - Qan NM- - NM
Income tax expense 173 186 U100 T T N% T 86%
Net income $ 935 $ 814 $ 776 . 15% 5%
Loss and loss expense ratio 50.6% 50.5% #::50.4%: A f j
Policy acquisition cost ratio 23.9% 23.3% 22.4% . ,:
Administrative expense ratio «.+16.0% 15 2% core L 48 s i s assan sy
Combined ratio 90.5% 89.0% 87.6%
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2010 . 2009

P&C A&H Total Total

Net premiums written: ' , :
Growth in original currency 0.2% 003% 0 0.2% 2.9%
Foreign exchange effect ‘ 1.6% . 2.4%. - (6.4)%

Growth as reported in U.S. dollars ' C18%  40% 2. 35)%
Net premiums earned: ’ ' | ol
Growth in original currency . (0.8)% 0.3% RS
Foreign exchange effect ' v 1.4% - e 3:6% (68)%
Growth as reported in U.S. dollars o . o 06% o i3.9% - B36)%-

Insurance — Overseas General’s net premiums written increased in 2010, primarily due to growth in our international retail
operations and favorable foreign exchange impact, partially offset by reduced production in our London wholesale business.
Refer to the table above for the impact of foreign exchange on net premiums written and eamed. In 2010, our international
retail P&C business reported growth driven primarily by new business in Asia Pacific, Latin America, the U.K. and Europe.
A&H improved in 2010 on the strength of new business in Asia Pacific and Latin America. The personal lines business
increased during 2010, primarily due to an increase in production retention as well new business in the U.K., Europe, and
Latin America. Our London wholesale business: unit reported lower productnon within most product lines, as we continue to
decline business submitted at prices we deem to be inadequate from an underwriting perspective. For 2010, Insurance —
Overseas General’s net premiums written and earned were reduced by approximately $33 million due to reinstatement pre-
miums expensed primarily in connection with first quarter catastrophe activity. Insurance — Overseas General's net premiums
written decreased in 2009, compared with 2008, primarily due to an unfavorable foreign exchange impact and lower constant
dollar production within our London wholesale business. On a constant dollar basis, our international retail operations experi-
enced P&C growth in all regions, with the exception of the Far East, and reported increased A&H business in Europe, Asia, and
Latin America. - .

Insurance — Overseas General's net premiums eamed increased in 2010, compared with 2009, primarily due to the
growth in the international retail operations and favorable foreign exchange impact, partially offset by lower wholesale writings
and reinstatement premiums expensed in connection with first quarter catastrophe activity. Insurance — Overseas General's-net
premiums earned decreased in 2009, compared with 2008, primarily due to an unfavorable foreign exchange impact. On a
constant dollar basis, net premiums earned increased due to growth in P&C production in our international retail operatlons
Our London wholesale operatlons reported a decline in net premiums earned due to lower production.
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The following two tables provide a line of business and regional breakdown of Insurance — Overseas General's net premiums

earned for the periods indicated.

(in millions of U.S. dollars, except for percentages)

% Change
2010 vs. 2009 vs.
2008

Line of Business

2010 2009 2008

2009

Property and all other 1,800 % (4)%
Casualty 1,424 (5)%
Personal accident (A&H) 2,016 L (3)%
Net premiums earned 5,240 $ (4)%:
Region R e
Europe 2,284 $ A3)%
Asia Pacific 847 (B)%.
Far East 465 6%
Latin America 905 (1)%.

4,501 @%
ACE Global Markets 739 o L aD%
Net premiums earned 2%

Line of Business
Property and all other
Casualty

Personal accident (A&H)

Net premiums earned

Region

Europe

Asia Pacific iR Cme15%.

Far East 9% 9% 8%

Latin America 17% 15% - 15%:
86% 84% . 83%

ACE Global Markets 14% 16% 17%

Net premiums earned

100%  100%  100%

The following table shows the impact of catastrophe losses and related reinstatement premiums and prior period development

on our loss and loss expense ratio for the periods indicated.

2010 2009 2008
Loss and loss expense ratio, as reported 50.6% '50.5,% 50.4%
Catastrophe losses and related reinstatement premiums (2.8)% (1.0)% : (1.6)%
Prior period development © . 55% +5.0% “5.7%
Loss and loss expense ratio, adjusted | 533% ' 54.5% 54.5%

Net catastrophe losses in 2010 were $132 million, compared with $51 million and $83 million in 2009 and 2008,
respectively. The catastrophe losses in 2010 included earthquakes in Chile and Mexico, and storms in Australia and Europe.
The catastrophe losses for 2009 were primarily related to floods and windstorms in Europe. Catastrophe losses in 2008 were
primarily related to Hurricanes Gustav and ke, tornadoes in the U.S., and an earthquake in China. Insurance — Overseas
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General experienced net favorable prior period development of $290 million, $255 million, and $304 million in 2010, 2009,
and 2008, respectively. Refer to “Prior Period Development” for more information. The adjusted loss and loss expense ratio for
2010 decreased primarily due to improved current accident year loss experience compared with the prior year periods in our
retail business, partially offset by an increase in current year accident losses in our wholesale business.

Insurance — Overseas General’'s policy acquisition cost ratio increased in 2010, compared with 2009, primarily due to
changes in mix of business, and the impact of catastrophe-related reinstatement premiums expensed. Insurance — Overseas
General's administrative expense ratio increased in 2010, primarily due to the impact of reinstatement premiums expensed,
and reduced wholesale earned premiums. Insurance — Overseas General's policy acquisition cost ratio increased in 2009,
compared with 2008, primarily due to lower net premiums earned in the retail A&H business, without a commensurate reduc-
tion in advertising costs, which are generally deferred and amortized over a longer period than the related premium. Insurance
—Overseas General's administrative expense ratio increased in 2009, primarily due to the inclusion of Combined Insurance for
the full year.

Global Reinsurance

The Global Reinsurance segment represents ACE's reinsurance operations comprising ACE Tempest Re Bermuda, ACE Tem-
pest Re USA, ACE Tempest Re International, and ACE Tempest Re Canada. Global Reinsurance markets its reinsurance
products worldwide under the ACE Tempest Re brand name and provides a broad range of coverage to a diverse array of pri-
mary P&C companies.

% change

2010vs.. .. 2009 vs.
2009 2008

(in millions of U.S. dollars, except for percentages)

Net premiums written
Net premiums earned
Losses and loss expenses
Policy acquisition costs
Administrative expenses

Underwriting income

Net investment income
Net realized gains (losses)
Other (income) expense
Income tax expense

Net income

Loss and loss expense ratio
Policy acquisition cost ratio
Administrative expense ratio

Combined ratio

Global Reinsurance reported an increase in net premiums written in 2010, compared with 2009, primarily due to a significant
new workers' compensationtreaty recorded during 2010 in our U.S. operation, partially offset by generally competitive con-
ditions across most of Global Reinsurance’s product lines and regions of operations. Net premiums written increased in 2009,
compared with 2008, primarily due to P&C production growth in the U.S., Canada, and Bermuda.
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The following tables provide a line of business breakdown of Global Reinsurance’s net premiums earned for the periods
indicated. -

% Change

2010 vs. 2009 vs.
(in millions of U.S. dollars, except for percentages) 2009 2009 2008
Property and all other ' ' $ 39 $262 9)% 14%
Casualty . .. 551 433 7%, (12)%

Property catastrophe ) . 281 . .284 (3%
Net premiums earned . $ 1,071 $ 979  $1,017 o 9% o (4) %
2010 2009 2008
% of Total % of Total % of Total
Property and all other 22% 27% 22%
Casualty . ) CB1% o 44% o 49%

29%
©100%

27% . 29%
100%  100%

Property catastrophe

Net premiums earned

Global Reinsurance’s net premiums earned increased in 2010, compared with 2009, primarily due to the significant new
workers’ compensation business bound and higher casualty reinsurance production in the prior year in our U.S. operations.
Global Reinsurance’s net premiums earned decreased in 2009, compared with 2008, primarily because 2008 included
non-recurring inward reinstatement premiums related to Hurricanes Gustav and Ike. In addition, we experienced lower pro-
duction in 2008, which had an adverse impact on net premiums earned in 2009.

The following table shows the impact of catastrophe losses and related reinstatement premiums and prior period develop-
ment on this segment’s loss and loss expense ratio for the periods indicated.

2010 2009 2008
Loss and loss expense ratio, as reported . -~ 48.4% . 51.5%
Catastrophe losses and related reinstatement premiums (8.4)% 17 6)%.
Prior period development 10.0% - 16.0%
Loss and loss expense ratio, adjusted - 50.0% 7 49:9%

Global Reinsurance recorded net catastrophe losses of $91 million in 2010, compared with net catastrophe losses of $28
million and $186 million in 2009 and 2008, respectively. Catastrophe losses in 2010, included storms in Australia and
earthquakes in Chile and New Zealand. Catastrophe losses for 2009, were primarily related to various Canadian storms and
Hurricane Klaus. For 2008, catastrophe losses were primarily due to Hurricanes Gustav and Ike. Global Reinsurance experi-
enced net favorable prior period development of $106 million in 2010. This compares with net favorable prior period
development of $142 million and $159 million for 2009 and 2008, respectively. Refer to “Prior Period Development” for
more-information. The increase in the adjusted loss and loss expense ratio was due to a change in business mix.

Global Reinsurance’s policy acquisition costs ratio decreased in 2010, compared with 2009, as a result of lower commis-
sion in our U.S. operations, primarily due to the new workers’ compensation treaty business which did not generate
acquisition costs. Global Reinsurance’s policy acquisition costs ratio increased in 2009, compared with 2008, primarily due to
the impact of inward reinstatement premiums in 2008, which generated minimal acquisition costs. The administrative
expense ratio decreased in 2010, compared with 2009, primarily due to the increase in net premiums earned. In 2009, the
administrative expense ratio increased compared with 2008, primarily due to the decrease in net premiums earned.
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Life

The Life segment includes ACE’s international life operations (ACE Life), ACE Tempest Life Re (ACE Life Re), and the North
American supplemental A&H and life business of Combined Insurance. We assess the performance of our life business based
on life underwriting income which includes net investment income.

% Change

2010vs. 2009 vs.
(in millions of U.S. dollars, except for percentages) 2010 2009 2008 2009 2008
Net premiums written $ 155 $ 1475 $ 1,198 5% 23%:
Net premiums earned 1,542 1,430 1,1703 8% £ 22%"
Losses and loss expenses - 496 482 : 51%
Policy benefits ,_ 383 321 1%
Policy acquisition costs : : : s QB i s 1B %
Administrative expenses 22%

Net investment income

24%
Life underwriting income 58%
Net realized gains (losses)
Interest expense

Other (income) expense
Income tax expense

Net income

The following table provides a line of business breakdown of life underwriting income for the periods indicated.

% change
, i ’ 2010 vs. 2009 vs.
(in miltions of U.S. dollars, except for percentages) 2010 2009 2008 2009 2008
Life reinsurance and other non-recurring expenses $ 172 $ 154 $. 105 : :
Life.insurance _ @B (0 (2
A&H ' ' 238 210

Life underwriting income $ 380 $ 344 . 2

Life underwriting income increased in 2010, compared with 2009, primarily -due to-increased A&H premium retention as well
as lower administrative ‘costs due to operating efficiencies in North American supplemental A&H. In addition, for 2010, life
reinsurance benefited from favorable market movements in the first quarter relative to the prior year period. ACE Life generated
a modest underwriting loss due to on-going development costs in its businesses. For 2009, the improvement in life under-
writing income, compared with 2008, was primarily due to the inclusion of Combined Insurance business for the full year (the
prior year included Combined Insurance from April 1, 2008) and an increase in life reinsurance underwriting income, primar-
ily due to a larger increase in reserves in 2008 compared with 2009, due to unfavorable market movements,

Net realized gains (losses), which are excluded from life underwriting income, relate primarily to the change in the net fair
value of reported GLB reinsurance labilities and changes in the fair value of derivatives used to partially offset the risk in the
variable annuity guarantee portfolio. During 2010, realized losses were primarily associated with an increasing net fair value of
reported GLB reinsurance liabilities resulting substantially from the impact of falling interest rates. The 2010 realized loss was
also impacted by a reduction in the value of hedge instruments and increasing GLB liabilities due to the annual collection of
premium, offset by decreasing GLB liabilities due to rising equity markets and model enhancements. During 2009, realized
gains associated with a decreasing net fair value of reported GLB reinsurance liabilities were almost entirely offset by a combi-
nation of a reduction in the value of hedge instruments and modeling changes. The residual realized loss for 2009 also
included the impact of foreign exchange and changes in asset values. We experienced significant net realized losses in 2008,
which were primarily due to adverse financial market conditions.
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Net Investment income

(in millions of U.S. dollars) : 2010 2009 2008
Fixed maturities $2,071 $1,985 $1,972

Short-term investments 34 38 109
Equity securities By on 554 03
Other | 44

8 (0
Gross investment income 2,‘17,5?‘ 2,125 2,154
Investment expenses (105): = (94) - :(92)

Net investment income $2,070 $2,031 $2,062

Net investment income is influenced by a number of factors including the amounts and timing of inward and outward cash
flows, the level of interest rates, and changes in overall asset allocation. Net investment income increased two percent in the
year ended December 31, 2010, compared with 2009. Positive operating cash flows, which have resulted in a higher overall
average invested asset base, were partially offset by lower yields on new investments and short-term securities. Net investment
income decreased in 2009, compared with 2008, primarily due to lower yields on new investments and unfavorable foreign
exchange rate movements, partially offset by an increase in average invested assets. The investment portfolio’s average market
yield on fixed maturities was 3.6 percent and 4.3 percent at December 31, 2010 and 20009, respectively. Average market
yield on fixed maturities represents the weighted average yield to maturity of our fixed income portfolio based on the market
prices of the holdlngs at that date.

The following table shows the return on average invested assets for the years ended December 31, 2010, 2009, and
2008.

(in millions of U.S. dollars, except for percentages) 2010 2009 2008

Average invested assets ' A4 $43.767 $ 41 502‘
Net investment income $ 2 070 $ 2,031 ‘
Return on average invested assets 4.3% 4.6%

Net Realized and Unrealized Gains (Losses)

We take a long-term view with our investment strategy and our investment managers manage our investment portfolio to
maximize total return within certain specific guidelines designed to minimize risk. The majority of our investment portfolio is
available for sale and reported at fair value. Our held to maturity investment portfolio is reported at amortized cost.

The effect of market movements on our available for sale investment portfolio impacts net income (through net realized
gains (losses)) when securities are sold or when we record an Other-than-temporary impairment (OTTH) charge in net income.
For a discussion related to how we assess OTTI for all of our investments, including credit-related OTTI, and the related impact
on net income, refer to Note 4 d) to the Consolidated Financial Statements. Additionally, net income is impacted through the
reporting of changes in the fair value of derivatives, including financial futures, options, swaps, and GLB reinsurance. Changes
in unrealized appreciation and depreciation on available for sale securities, which result from the revaluation of securities heid,
are reported as a separate component of accumulated other comprehensive income in shareholders’ equity.
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The following tables present our pre-tax net realized and unrealized gains (losses), as well a breakdown of our OTTl and
other net realized gains (losses) on investments for the years ended December 31, 2010 and 2009.

2010 2009
Net Net Net Net
Realized  Unrealized Realized  Unrealized
Gains Gains Net Gains Gains Net

(in miltions of U.S. dollars) (Losses) (Losses) Impact (Losses)

Fixed maturities and short-term investments $ 380 73 $ 1,353 $
Equty securities RN 84 4) 40
Other Lo 181 ;
Subtotal 625

Derivatives G

Equity and fixed income derivatives

Fair value adjustment on insurance derivatives
S&P put option and futures

Fair value adjustment on other derivatives

Subtotal derivatives

54)

Foreign exchange gains (losses) e
894 $ 1,326

Total gains (losses)
2010 2009
Other Net Net Other Net Net
Realized Realized Realized Realized
Gains Gains Gains Gains

(in millions of U.S. dollars)

OTTI (Losses) (Losses) (Losses) (Losses)

Fixed maturities and short-term investments
Equity securities
Other

Total investment portfolio gains (losses)

Our net realized gains (losses) in the year ended December 31, 2010, included write-downs of $59 million as a result of an
other-than-temporary decline in fair value of certain securities. This compares with write-downs of $397 million and $1.1 bil-
lion in 2009 and 2008, respectively. Included in other net realized gains (losses) is a realized gain of $175 million related to
the acquisition of Rain and Hail. Refer to Note 3 to the Consolidated Financial Statements.

At December 31, 2010, our investment portfolios held by U.S. legal entities included approximately $151 million of gross
unrealized losses on fixed income investments. Our tax planning strategy related to these losses is based on our view that we
will hold these fixed income investments until they recover their cost. As such, we have recognized a deferred tax asset of
approximately $53 million related to these fixed income investments. This strategy allows us to recognize the associated
deferred tax asset related to these fixed income investments as we do not believe these losses will ever be realized.

We engage in a securities lending program which involves lending investments to other institutions for short periods of
time. ACE invests the collateral received in securities of high credit quality and liquidity, with the objective of maintaining a
stable principal balance. Certain investments purchased with the securities lending collateral declined in value resulting in an
unrealized loss of $23 million at December 31, 2010. The unrealized loss is attributable to fluctuations in market values of
the underlying performing debt instruments held by the respective mutual funds, rather than default of a debt issuer. We con-
cluded that the decline in value is temporary.
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Other Income and Expense Items

(in millions of U.S. dollars) 2010 2009 2008
Equity in net (income) loss of partially-owned entities $(81) $39 $(52)
Noncontrolling interest expense 4 .30 11
Federal excise and capital taxes 19 16 16
Other 3227 (14
Other (income) expense » » $(16) $85  $(39)

Other (income) expense primarily comprises our equity in net income of investment funds, limited partnerships, partially-
owned investment companies, Huatai Insurance Company of China, Limited, and Huatai Life Insurance Company of China,
Limited, which are included in equity in net income of partially-owned entities. Other (income) expense also includes certain
federal excise and capital taxes incurred as a result of capital management initiatives. These transactions are considered capi-
tal in nature and are excluded from underwriting results.

Investments

Our investment portfolio is invested primarily in publicly traded, investment grade fixed income securities with an average
credit quality of AA (with approximately one half invested in AAA securities), as rated by the independent investment rating
service Standard and Poor’s (S&P). The portfolio is externally managed by independent, professional investment managers and
is broadly diversified across geographies, sectors, and issuers. Our Other investments principally comprise direct investments,
investment funds, and limited partnerships. We hold no collaterafized debt obligations or collateralized loan obligations in our
investment portfolio and we provide no credit default protection. We have long-standing global credit limits for our entire
portfolio across the organization. Exposures are aggregated, monitored, and actively managed by our Global Credit Committee,
comprised of senior executives, including our Chief Financial Officer, our Chief Risk Officer, our Chief Investment Officer, and
our Treasurer. We also have well-established, strict contractual investment rules requiring managers to maintain highly diversi-
fied exposures to individual issuers and closely monitor investment manager compliance with portfolio guidelines.

As part of the Company's fixed income diversification strategy, ACE has decided to hold certain additional securities to
maturity. Because the Company has the intent to hold these securities to maturity, a transfer of such securities with a fair
value of $6.8 billion was made during 2010, from Fixed maturities available for sale to Fixed maturities held to maturity. In
2009, a transfer of such securities with a fair value of $704 million was made from Fixed maturities available for sale to Fixed
maturities held to maturity.

The average duration of our fixed income securities, including the effect of options and swaps, was 3.7 years at
December 31, 2010, and 2009. We estimate that a 100 basis point (bps) increase in interest rates would reduce our book
value by approximately $1.8 billion at December 31, 2010. We experienced net unrealized gains of $894 million |n 2010,
primarily due to continued tightening of credit spreads

The following table shows the fair value and cost/amortized cost of our invested assets at December 31, 2010 and 2009.

2010 2009
Cost/ Cost/
. . Amortized - Amortized
(in millions of U.S. dollars) . Falr Value Cost Fair Value Cost
Fixed maturities available for sale 37 539 $ 36542 $ 39525 $ 38 985 ,
Fixed maturities held to maturity +11 9,461 9,501 ;

Short-term investments 1,983
48,983 48,026 44 753
Equity securities 692 666 467
Other investments 1,692 1,511 1,375
Total investments 51,367 $ 50,203 $ 46,595 $
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The fair value of our total investments increased $4.8 billion during 2010, primarily.due to unrealized apprecxatlon the inves-

ting of operating cash flows, and the portfolios acquired in the 2010 corporate acquisitions. -

The following tables show the market value of our fixed maturities and short-term investments at December 31 2010
and 2009. The first table lists investments according to type and the second according to S&P credit rating. '

2009

2010
Percentage Percentage
(in millions of U.S. dollars, except for percentages) Market Value of Total Market Value of Total
Treasury $ 2,075 4%  $ 2,068 5%,’
Agency 2,015 4% 2,698 . 6%,;
Corporate and asset-backed securities 15,900 33% 13,637 . ..30%..
Mortgage-backed securities 12,362 25% 11311 25%.
Municipal 2,449 5% 2,300 5%..:
Non-U.S. 12,199 25% 11,172 25%..
Short-term investments 1,983 4% 1,667, . . A% -
Total $48,983 100% $44,753 100% '
AAA $23,718 48%  $22,884 " 1%
AA 4,714 10% 4,021 C
A 8,482 17% 7461 . 1
BBB 5,487 11% 4910
BB 3,357 7% 2,866 . .
B 2,393 5% 2,029
Other 832 2% " 582
$44,753

Total $48,983 100%
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The table below summarizes the market value of our non=U.S. fixed income portfolio by countw/soverelgn for non- U S. govern-
ment securities at December 31, 2010.

(in millions of U.S. dollars) ’ . ~ Market Value
United Kingdom $ 972
Canada 886
Germany 404
Japan ‘ : : 379
France 193
Province of Ontario 192
Province of Quebec S 47
Switzerland ‘ ‘ : 142
Brazil ' 139
State of Queensland : 109
Republic of Korea o102
Thailand , 88
United Mexican States ' o ' ’ . 86
Australia 72
Taiwan 65
State of New South Wales _ ‘ 62
New Zealand 58
State of Victoria 52
People’s Republic of China 48 .
Austria 5.
Malaysia

Egypt

State of Western Australia

Qatar

Province of British Columbia

Other Non-U.S. Government 397
Non-U.S. Government Securities 4,821
Non-U.S. Corporate 7.378
Total $12,199

ACE’s non-U.S. investment grade fixed income portfolios are currency-matched with the insurance liabilities of our non-U.S.
operations. We have 85 percent of our non-U.S. fixed income portfolio denominated in G7 currencies. The average credit qual-
ity of our non-U.S. fixed income securities is AA and 53 percent of our holdings are rated AAA or guaranteed by governments
or quasi-government agencies. Our corporate bond holdings are highly diversified across industries and geographies. Issuer
limits are based on credit rating (AA—two percent, A—one percent, BBB—O0.5 percent of the total portfolio) and are monitored
on a daily basis by ACE via an internal compliance system. With respect to the $7.4 billion in non-U.S. corporate fixed income
securities in the table above, approximately $329 million relates to investments in Spain and italy. Investments in Ireland and
Portugal total $58 million. We have inconsequential corporate fixed income exposure to Greece.
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The table below summarizes our largest exposures to corporate bonds by market value at December 31, 2010.

(in millions of U.S. dolla